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1 1. Introduction.

2

3 Q-

A.

Please state your name, occupation and business address.

4

5

6

My name is Matthew J. Rowell. My business address is 9808 S. 45"' Place, Phoenix,

Arizona. For the purposes of this testimony, "Global Water", "Global Utilities", "Global

Parent" and "Global Management" have the same definitions given in Mr. HilTs

7 testimony.

8

9 Q. Please describe your experience and qualifications.

10

11

12

13

14

15

16

17

18

19

20

21

22

received a Bachelor of Science degree in Economics from Florida State University in

1992. I spent the following four years doing graduate work in economics at Arizona State

University where I received a Master of Science degree and successfully completed all

course work and exams necessary for a Ph,D. My specialized fields of study were

Industrial Organization and Statistics. I was hired by the Arizona Corporation

Commission in October1996. I served on die Colrunission's Staff for just over ten years.

For the last five years of my employment with the Staff, I held the position of Chief

Economist. In my time on the Commission's Staff I was involved in a myriad of utility

cases, ranging from energy rate cases, competitive telecommunications cases and the

Commission's Water.Task Force. Prior to my Commission employment I lectured on

economics at Arizona State University, was employed as a statistical analyst for Hughes

Technical Services, and I authored and co-authored several research papers for the Arizona

Department of Transportation.

23

24 Q- What topics do.you address in your testimony?

25 I address the following topics :

26

27

A.

A.

1



1

2

3

4

5

I discuss the Global Utilities' proposal for single tariff pricing for the Global

Utilities in the West Valley region, and I describe how single tariff pricing

promotes consolidation of small utilities .

I testify concerning the regulatory and rate implications of Global Water's ICFA

agreements, including how those agreements are used to fund the consolidation of

small utilities .6

7 I also testify concerning die Global Utilities' capital structure, return on equity,

and overall cost of capital.8

9

10 Q, Please discuss the structure of the water industry in Arizona.

11

12

13

14

15

16

The industry is highly fragmented. There are a few large water utilities or utility holding

companies operating in Arizona, such as Arizona-American, Arizona Water Company,

Algonquin Water Resources, the Robson Utilities, and Global Water. Generally, thee e

are sophisticated entities with substantial resources; However, overall, Arizona has

hundreds of water or wastewater companies. Many are small operations with limited

technical, managerial or financial capabilities.

17

18

19

20

21

22

23

24

25

26

In my time at the Commission, I saw time and time again that small water or wastewater

companies could cause significant problems. Thus, consolidation of these smaller

utilities is often in the public interest. While I was at the Commission, I was part of the

Commission' s Water Task Force. The Water Task Force Report recommended .

consolidation of existing small utilities, and opposed the creation of new small utilities in

many cases. I continue to stand by those recommendations. Indeed, time has only shown

the importance of those policies, as the Commission bas continued to see problems from

small water and wastewater utilities, including the creation of such utilities in counties

outside of AMAs where they avoid assured water rules, and build undersized plant that

27

A.

2



1 relies on scarce groundwater resources. If large, consolidated utilities were the norm, the

Commission would have a very strong ability to prevent them from such actions .2

3

4 Q, How is this goal of consolidation expressed in your testimony?

5 My proposed regulatory treatment of ICFAs allows those agreements to be used as a tool

to fund future acquisitions. And our single tariff pricing proposal also reflects this goal.6

7

8 H. Single Tariff Pricin2-

9

10 Q- What is single tariff pricing or rate consolidation?

11 Rate consolidation is the use of the same rate structure for multiple utility systems,

12 divisions, or entities .

13

14" Q- Are you proposing single tariff pricing in this case?

15

16

Yes. The Global Utilities propose consolidating the rates of its three utilities in the west

valley: Water Utility of Greater Tonopah ( GT), Valencia Water Company - Town

Division and Valencia Water Company -- Greater Buckeye Division.17

18

19 Q. Has the Commission approved rate consolidation in the past?

20
,r

21

Yes, in some cases, but in other cases it has been rejected. The decisions seem to be

highly fact-specific.

22

23 Q- What facts support consolidation?

24 Most importantly, the customers of GT would face an extremely large rate increase

25 widwut consolidation. GT has a small number of customers (about 360). The

26 WUGT systems required substantial upgrades, including arsenic and fluoride treatment,

Point of Use Treatment Systems and infrastructure mandated by Commission orders ,27

3

lwul l

A.

A.

A.

A.

A.

I'll



1

2

3

4

such as an additional storage tank for WUGT's Sunshine system. Without consolidation,

rate recovery for these improvements would fall entirely on these few customers.

Combined, the three utilities have 6,000 customers, and the infrastructure costs can be

spread across this larger customer base,

5

6 Moreover, these three utilities are all located in the west valley, and each are served by

7

8

operators from Global's West Valley regional center in Buckeye, Arizona. In other

words, the employees are the same, and the general location is the same.

9

10 Q, What are the benefits of rate consolidation ?

11 The main drivers for this consolidation are:

12

13

14

Protects against unaffordable rates ,

Addresses small system viability issues,

Promotes customer fairness with a consistent rate for a similar quality of service;

Provides incentives for regionalization and consolidation; and

Minimizes rate shock.

15

16

17

18 Q- Please describe the goals of rate consolidation from a regulatory perspective.

19

20

A.

21

22

23 "regionalization," to achieve multiple policy goa1s."1

24

The EPA and NARUC report "CONSOLIDATED WATER RATES: Issues and Practices

in Single-Tariff Pricing" states that the short term goals for rate consolidation focus on

"enhancing the financial capacity of water systems and making rates more affordable for

water customers" while the long term goals are "consolidating the management and

operation of water systems, or Both

goals are served in this case. Consolidation will directly address affordability issues for

WUGT's customers. In addition, these three utilities (along with two others) were25

26

27 1 CONSOLIDATED WATER RATES: Issues and Practices in Single-TarQ§'Pricing (Sept. 1999) at
6.

A.

4



1

2

acquired by Global Water in 2006, and allowing rate consolidation after an acquisition

will promote future acquisitions.

3

4 Q- Can you describe the similarities of these three utilities?

Yes. Each of these utilities is comprised of several systems and public water systems as

detailed below :

5

6

7

8

9

10

11

12

13

Utility

Water Utility of Greater Tonopah

System PWS Connections

B&D
Dixie
WPE #6
WPE #7 (Tufts)
Garden City
Roseview
WPE #1
Sunshine

07-618
07-030
07-733
07-617
07-037
07-082
N/A
07-071

99
42

29
6
18

19
8

144

Valencia Water Company - Greater
Buckeye Division

07-114
07-732
07-195

92
58
407

Buffer
Sonoran Ridge
Sweetwater I
/Sun Valley
Sweetwater II 07-129 95

Valencia Water Co.
Division

Town

14

15

16

17

18

19

20

21
Valencia 07-078 5,438

Q. The systems appear to be diverse in nature.
22

23
A.

24

25

26

Certainly the systems are different. They have different customer counts and densities

and there are large distances between some of the systems. However, at a fundamental

level, they are all groundwater systems, most have some requirement to provide treatment

27

A.

5



1 (for arsenic and/or fluoride) and all receive shared operations and management services

from Global Water's staff.2

i

3

4

5

The Joint EPA and NARUC report provides some technical background on the reasoning

behind the applicability of consolidated rates despite some on~the-surface differences.

6

7 Q. How does rate consolidation promote regionalization and consolidation of water

utilities?8

9

10

11

12

13

14

15

16

As noted in the Joint EPA / NARUC report, "Single-tariff pricing can be an incentive for

larger water utilities to acquire small water systems that lack capacity because it makes it

possible to spread costs over a larger service population and maintain more stable and

affordable rates for customers of some smaller and more expensive systems."2 The report

also comments that "pricing is intrinsically related to structural change in the water

industry" and that pricing policies like rate consolidation "ultimately will play a role in

shaping the future structure of the water industry, including but not limited to the iiuture .

of small water systerns."3 Given the structure of the water industry in Arizona (numerous

small utilities), the need for such policies is urgent.17

18

19 Q. Can rates be consolidated, even though the systems are not interconnected?

20

21

22

23

Certainly. WUGT consists of 8 separate systems with common rates, and Valencia

Water Company .- Greater Buckeye Division consists of 4 separate systems with common

rates. In the past, the separate WUGT and Greater Buckeye systems had separate rates ,

but the Commission later approved consolidated rates for those utilities. Our proposal

24 simply takes this process one step further.

25

26

27

A.

.2 Id. at vii.
3 Id. at 28.

A.



1 111. ICFA agreements.

2

3 A. Introduction to ICFAs.

4

5 Q- Please provide some background concerning the ICFA agreements.

6 The ICFA agreements are voluntary agreements entered into between developers and

7 Global Parent. Mr. Hill describes the ICFA agreements in greater detail in his testimony. i

8 My testimony will concern the regulatory and rate treatment of ICFAs .

9

10 Q. Please comment on the ICFA fees.

11

12

13

14

15

16

17

The lCFAs are negotiated agreements between Global Parent and developers/landowners

and thus the details of each ICFA are somewhat different. However, each ICFA provides

for the developer to pay fees to Global Parent as certain milestones are met. A substantial

portion of these fees is due upon approval of the final plat of the development. "Final

plat approval" is the point in the development process when a map showing die location

of actual lots is approved by the planning authority and grading of the land can start.

Thus, the developer has a high degree of control over when the payments are due.

18

19 Q- What is the purpose of the ICFA fees?

20

21

22

The ICFA fees have been used to partially offset the carrying costs of investing in

growing service areas. They havealso been used to pay (some or all) of the purchase

price of utilities .

23

24

25

26

27

A.

A.

A.

4 Depending on the location the "planning authority" is the city or county.



1 B. Using ICFA fees to offset carrying costs.

2 I

3 Q- Please explain exactly what is meant by the term "carrying cost."

4

5

6

7

8

9

10

11

12

13

14

I
:

The concept of carrying costs is that capital is not free. In other words, capital has a cost.

This fundamental principle is at the core of finance and economics. Carrying costs

represent the cost of capital over time, sometimes called the "time value of money."

Calculating total carrying costs requires two steps: determining how expensive the capital

is (the "cost of capital" rate) and determining how long those expenses will be incurred.

Calculating the cost of capital requires considering the cost of equity and the cost of debt.

Devoting equity capital to a particular project means that other uses of that capital are

foregone. This is why capital costs are considered an opportunity cost. The foregone

return associated with these foregone investments is a real economic cost and is typically

referred to as the cost of equity. If borrowed funds are devoted to a prob et, the interest

paid on those tiunds is the cost of debt. A weighted average of die cost of debt and equity

determines the overall cost of capital.
1

15

16

17

18

19

20

21

22

23

In a raternaking context, the authorized rate of return is designed to compensate utilities for

the cost of capital associated with plant that has been determined to be used and useful.

However, whether or not the plant has been determined to be used and useful, the utility

still incurs the cost of capital. For distance, plant under construction is generally not

considered to be used and useful, but regulatory commissions have recognized the cost of

capital associated with that plant and in some instances allow for its recovery dirough an

allowance for funds used during construction ("AFUDC").

24

25

26

27

Global Water' s commitment to implementing Total Water ManagemeNt and building plant

on a regional basis requires large amounts of plant to be built before the anticipated

customers are hooked up. This results in a large amount of capital costs (i.e., carrying

A.

8

3



1

2

costs) that are unrecoverable. Typically, AFUDC only covers the time period over which

construction is actually taking place. This does not address the time period after the plant

is built but before it is included in rate base.3

4

5 Q- Please provllde an example.

6

7

8

9

10

11

12

In their first six years of operations, Palo Verde and Santa Cruz went from zero

customers to more than 16,500 customers. Palo Verde and Santa Cruz added

approximately $136 million of infrastructure in these first six years. If customers covered

these carrying costs .-- or if this plant was added to rate base before many customers

joined the system - rates would have skyrocketed. But doing nothing would have made

integrated, regional systems unaffordable. Global Parent would likely not be able to

offset the conying costs on this $136 million for years.

13

14 Q.

15

16

Can you provide an example of how ICFAs protect ratepayers from the risks

associated with implementing the Total Water Management approach in service

areas with erratic growth patterns?
r

17 Yes. believe the infrastructure built over the past few years in the Southwest Maricopa

18

19

20

21

22

23

24

25

area provides a good example of the protections the ICFA model provides to customers...

In Decision No. 68448 (November 21, 2005) the Commission granted a CC&N extension

to Santa Cruz arid Palo Verde that covers the 12.5 square mile area referred to as Me

Southwest Maricopa area. Several developers in the area who were in the process of

developing master planned communities had requested water and wastewater service.

Subsequent to the CC&N being granted Global Water installed a total of $32,391,318 in

plant.5 As we are all well aware, growth in Arizona has slowed. This has impacted the

Maricopa region, including a dramatic impact in the Southwest Maricopa area. The plant

26

27 5 $17,941,342 for Santa Cruz and $14,449,976 for Palo Verde, see Attachment MIR 1 for a break
out of these capital costs..

A .

A.

9



1

2

Global Water emplaced in the region now sits dry and unused. If this unused plant were

included in this rate case it would have resulted in an additional arial rate impact of

$5,674,586 above the current rate request.63

4

5

6

7

8

9

10

11

However, the Global Utilities have decided not to seek recovery of a return on the

Southwest Maricopa plant.

12

Rather than ask ratepayers to shoulder the burden of this unused plant, Global Parent will

continue to bear the significant carrying costs associated with that plant. The ICFA

revenue received from developers in the Southwest Maricopa region provide a partial

offset to these carrying costs. Were it not for that offset provided by the ICFA fees, the

prospect of continuing to carry the unused plant at Global Parent would be daunting.

Keeping the plant out of the Global Utilities' rate bases is only financially feasible for

Global Parent with die ICFA revenues. This is a perfect exainpleof how the ICFA model

protects the Global Utilities and their ratepayers from the inevitable vagaries of serving

high growth areas .

Q,
Do the carrying costs of the Southwest plant exceed the ICFA revenue from this

area?

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Yes. Using the requested weighted average cost of capital for Palo Verde (8.34%) as a

proxy for carrying costs, $32,391,318 in plant has an annual carrying cost of $2,702,084.

This case will last dlrough 2010, and that plant would likely not be included in rates for at

least several more years after that. Calculating the total carrying costs from die time the

plant was completed, 2008, through year end 2015 provides a total carrying cost amount

A.

6 See Attachment MIR 2 for calculation of this rate impact.



1

2

of $29,098,528.7 Global Parent received $5,705,142 in ICFA revenues for aNs plant, this

is clearly less than the carrying costs of this plant.

3

4 Q. Isn't it true that Global Parent stands to collect substantially more from the ICFAs

in the Southwest region than the $5.7 million cited above?5

It is true that Global Parent could collect up to $94.8 million from the ICFAs in the

Soudiwest region (first expansion area.) However, these additional payments will only

occur when the relevant sections are close to being developed, and they may never occur

at all. Additionally, serving these additional sections will require significant additional

capital investments over and above the $32 million discussed above. Global Water

estimates it will cost $237.5 million to completely build out the first expansion area of the

Southwest region. Using a build out schedule that assumes steady customer growth of

200 customers a month results in the first phase of the Southwest region being complete

after 12 years. The total carrying costs associated with such a build out schedule come to

$143.9 million. Of course, the amount of the conying costs depend heavily on the

schedule. If build out of the region occurs at a slower pace, the carrying costs could be

much higher. (Currently there is no construction taking place in the Southwest region

and Global does not for see construction starting in the near iiuture.)

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Q. Is not your above example a false analogy? If the Global Utilities sought to include

the Southwest Maricopa plant in their rate bases could not the Commission exclude

it based on the premise that it is not used and useful?22

23

24

25

26

A. It could be argued that the normal regulatory ratemaking process would result in the

exclusion of the Southwest Maricopa plant and thus my above example is invalid.

However, the specific facts associated with the emplacement of the Southwest Maricopa

plant would make it difficult to support the argument that it should be excluded on a used

27

A.

7 Assuming that carrying costs compound annually.

11



1

2

3

4

5

6

7

and useful basis. In Decision No. 68448, the Commission specifically ordered Palo

Verde and Santa Cruz to acquire Approvals of Construction ("AOCs") from the Arizona

Department of Enviromnental Quality ("ADEQ") for die plant in question by December

31 , 2007.8 Acquiring an AOC from ADEQ requires substantial completion of the planting

question, so the Commission effectively ordered the utilities to have the plant built by

year~end 2007. It would be difficult to argue that plant built in order to comply with the

specific provisions of a Commission order can be excluded from rate base on a used and

useful basis.8

9

10

11

12

13

14

15

16

Additionally, even if exclusion of the Southwest Maricopa plant were appropriate, the

above described situation would still serve as an example of the benefits of ICFAs .

Implementing the Total Water Management approach requires massive plant investments .

Making those investments is a daunting undertaking with substantial risk, since future

growth rates are unpredictable (and dias there is no guarantee that plant investments will

be used and useful.) Without the offset to these risks provided by the 1CFAs, investments

in the Total Water Management approach would be extremely difficult to make.

17

18 c. Using ICFA fees to fund acquisitions.

19

20 Q. You have discussed the first use of ICFA fees, to offset carrying costs. Please

21 address the second use, to fund acquisitions.

22

23

24

ICFA fees have been used to fund (in whole or part) the acquisitions of Francisco Grande

Utilities Company, CP Water Company, and the five West Maricopa Combine utilities .

These utilities were all small, under-capitalized utilities. Developers and customers both

benefited from these utilities being taken over by a larger entity with greater technical,25

26

27 8 An extension of time was granted for the Terrazzo Water Distribution Center until August 31,
2008. The AOC for this facility was received and filed by that date.

A.

12



1

2

managerial, and financial resources. As I explained at the beginning of my testimony,

consolidation of these small operations is in the public interest. The ICFA agreements

provide a new tool that can be used to further those ends .3

4

Q- How would promoting consolidation through ICFAs impact rates?5

6

7

8

9

10

11

12

It would not impact customer rates. For example, suppose that a small, under-capitalized

utility (let's call it "SmallCo") has a rate base of $10,000 and annual expenses of .

$10,000. Assuming a 10% rate of return, Smal1Co's revenue requirement is :

(10% return on Rate Base) + Operating Expenses = Required Revenue

(10% * $10,000) + $10,000 : $11,000

Suppose that SmallCo is purchased by a larger utility holding company (HoldCo) for

$100,000. If HoldCo asked for and received an acquisition adjustment to reflect the

purchase price, Sn1allCo's revenue requirement would be:

(10% return on Adjusted Rate Base) + Operating Expenses = Required Revenue

(10% * $100,000) +$10,000 : $20,000

13

14

15

16

17

18

19

20

In that scenario, rates nearly doubled. But if Ho1dCo financed the purchase price through

an ICFA, the rates would stay the same:

21

22

23

(10% return on Rate Bas e) + Operating Expenses = Required Revenue

(10% * $10,000) + $10,000 = $11,000

24

25 Thus, ICFAs can provide a way of funding needed consolidation without impacting

26

27

ratepayers ,

A.

13



1 Q. What would happen to consolidation if ICFA fees were treated as advances or

contributions (AIAC or CIAC)?2

3 A.

4

5

6

7

8

In that case, there would be a strong disincentive to consolidating. HoldCo would likely

not make the purchase. If the ICFA fees were treated as AIAC or CIAC, HoldCo would

not receive any return on its $100,000 investment. SmallCo's rate base would drop from

$10,000 to ($90,000). Further, if Ho1dCo invested $50,000 in improvements to

SmalICo's system, HoldCo would not receive a return on that investment either, because

SmallCo's rate base would still be negative. So treating acquisition-related ICFA fees as

contributions or advances creates a substantial disincentive against purchasing SmallCo.9

10

11

12

13.

14

15

16

17

18

19

From a regulatory perspective, it doesn't make sense to create a disincentive for engaging

in an activity (in this case, consolidation) that the regulator wants to promote. Further,

from a ratemaking perspective, I don't think that treating acquisition~related ICFA fees as

contributions or advances makes a lot of sense either, because the fees neither increase

nor decrease the investment in plant. Traditionally, the Commission looks to the cost of

plant "at the time it was first devoted to public service", rather than adjusting that cost to

reflect subsequent transactions.9 Thus, treating ICFA fees used for acquisitions as

contributions or advances is not consistent with the Commissions long practice of not

allowing acquisition adjustments. In fact, treating ICFA fees used for acquisitions as

contributions or advances is equivalent to imposing a negative acquisition adjustment.20

21

22 D. Regulatory treatment of ICFA fees.

23

24 Q- Are the ICFA fees different from hook up fees?

25

26

27 9 A.A.C. R14-2-102.A.6 (defining "original cost"), see also A.A.C. R14-2~103.A.3.3 (defining
"depreciated original cost"),

14



1

2

3

4

5

6

Yes. Hook up fees require that developers (or end use customers) contribute to the water

or wastewater utility. Hook up fees are specifically designed to cover actual plant

investment. The ICFA fees, however, are not covering actual plant investment. Global

Parent makes dirt investment. ICFA fees partially offset Global Parent's carrying costs .

Another key difference is that hook-up fees are typically not taxable income for water or

wastewater utilities. In contrast, Global Parent pays taxes on the ICFA fees. A final key

difference is that hook-up fees are mandatory tariffed fees paid to the regulated utility. In

contrast, ICFAs are purely voluntary, and the ICFA fees are not paid to the regulated

utility. The ICFA fees be the result of voluntary negotiations between Global Parent and

developers and landowners.

7

8

9

10

11

12

13

Q. Should the ICFA fees be treated as advances or contributions (AIAC or CIAC?)

No. The per EDU fees contained in lCFAs are intended to offset the carrying costs of

plant investments not the actual plant investment itself. Advances and contributions are

designed to cover the actual plant investment itself. Also, Global Parent pays a

significant amount of tax on the per EDU fees collected through the lCFAs. Water and

wastewater main extension agreements that create AIAC and CIAC typically include

"gross-up" provisions that apply should those fees be found to be taxable. In contrast,

ICFA fees caniiot be grossed-up.

14

15

16

17

18

19

20

21

22

23

Q- What effect does the ICFA method of financing have on utilities' balance sheets

(compared to traditional advances or contributions in aid of construction)?

24

25

26

27

The ICFAs do not have any direct impact on the utilities' balance sheets. The funds

received through the ICFAs are revenues for Global Parent that help offset some of the

carrying costs of plant construction, or acquisition payments for the purchase of other

utilities. Because of this, Global Parent has been able to invest equity in plant which

implements the "Total Water Management" conservation strategy for its subsidiary

A.

A.

A.

15



1

2

3

utilities, strengdiening their balance sheets. Contrarily, AIAC and CIAC are investments

in plant made by the developers, and over reliance can result in the weakening of a

utility's balance sheet. .

4

5 Q~ But don't contributions and advances keep rates low by reducing rate base?

6 Yes. In moderation, advances and contributions are an important part of a utility's capital

7

8

9

structLu'e. Santa Cruz and Palo Verde have over $24 million in advances. These advances

result from traditional main extension agreements for "on-site" facilities within a

development. So, I am not arguing dirt utilities should not have some contributions and

advances. But excessive contributions and advances can result in an unbalanced capital10

11 structure. The result is a financially weak utility .- which can imperil service to

customers. In fact, Staff recommended in its Report issued October 6, 2006 in Docket12

13 No. W-00000C-06-0149 that advances and contributions be limited to 30% of total

14 capital.

15

16 Q. Should the fees collected under the ICFAs be treated as advances or contributions

17 for ratemaking purposes?

18 The fees collected under ICFAs should not be treated as advances or contributions. They

19 do not fit the definition of what is an advance or contribution for ratemaking purposes .

20

21

22

23

24

25

26

The Commission's regulations at A.A.C. R14-2-401 define Advance in Aid of

Construction as "Funds provided to the utility by the applicant under die terms of a main

extension agreement the value of which may be refundable." The ICFA fees are not

refundable so they certainly cannot be considered to be advances. The same rule defines

Contributions 'm Aid of Construction as "Funds provided to the utility by the applicant

under the terms of a main extension agreement and/or service connection tariff the value

of which are not refundable." (Where applicant is defined as "A person requesting the27

A.

A.

16



1

2

utility to supply water service.") The ICFA fees do not fit the definition of Contributions

in Aid of Construction because they are not provided to the utility and died are not

provided under the terms of a main extension agreement or service connection tariff.3

4

5

6

What is important to recognize about diesel fees is that they are paid directly to Global

Parent, and allow Global Parent to bear the risk of coordinating the planning and

construction of regional facilities and carry forth its commitment towards water

conservation (Total Water Management) and consolidation.

Q- How should the fees collected through ICFAs be treated for ratemaking purposes?

The fees collected through ICFAs should not be a factor in determining rates for the

Global Utilities.

E. Alternatives to ICFAS.

7

8

9

10

11

12

13

14

15

16 Q- Are there

deployment?

more traditional alternatives to Global's model of infrastructure

17

18

19

2.0

21

Of course there are multiple alternative methods that could be used to implement the goal

of deploying infrastructure on a regional basis. However, recent experience indicates that

financing the deployment of large scale infrastructure through the traditional means of

AIAC and CIAC can be problematic.

22

23

24

Q- Can you provide an example of how the use of AIAC to fund large scale

infrastructure deployment can be problematic?

25

26

27

Yes. Providing water and waste water service to the Anthem master planned community

required large scale infrastructure to be emplaced. Much of this plant was funded

through an agreement between the developer (Del Webb Corporation) and the utility

A.

A.

A.

17



1

2

3

4

5

6

7

8

9

(then Citizens Utilities Company.) The developer agreed to advance a considerable

portion of the construction costs to Citizens on the condition that it be refunded as

Anthem was built out. Such an arrangement has the effect of keeping water and waste

water rates low initially (because the plant funded through advances is not included in

rate base) but once the advances are refunded rates will rise as the advanced plant is

included in rate base. Subsequent to the above arrangement being made Del Webb's

interest in Anthem was acquired by Pulte Homes, Inc. and Citizens water and waste water

utilities were acquired by Arizona-American, and the obligations of die arrangement

transferred to these entities. As it turned out, Anthem actually achieved build out ahead

of schedule and thus Arizona-American was saddled with a huge refund obligation to10

11 Pulte. This caused Arizona-American's Anthem Division rate base to skyrocket. A

12

13

14

15

16

considerable rate increase was necessary to allow Arizona-American to earn a return 011

this increased rate base. This lead to a highly contentious rate case before the

Commission where the anger of Anthem's residents was readily apparent. Even after the

rate relief granted by the Commission, Arizona-American' s Anthem Division is still not

financially heaithy.10 In addition to the contentious rate proceeding before the

Commission the need for a rate increase led to Anthem residents pursing a lawsuit against17

18 Pulte.

19

20 Q-

21

Can you provide an example of how the use of CIAC to fund large scale

infrastructure deployment can be problematic?

22

23

24

25

Yes. In its Agua Fria District, Arizona-American planned on using (non-refundable)

hook-up fees to entirely fund a new surface water treatment plant necessary to serve new

developments in die area around the White Tank Mountains. In Decision No. 69914, the

Commission approved an increase in hook-up fees for Arizona-Arnerican's Agua Fria

26

27 10 For more detail on the Arizona-American Anthem rate case see Commission Decision No
70372

A.

18



1

2

3

4

5

6

7

8

9

10

11

12

13

14

District in orderto allow Arizona-American to effectuate its plan to fund construction of

that plant entirely through hook-up fees. As it turned out, the slow-down in development

has led to receipts from hook-up fees being far below what was expected. Now that the

hook-up fees have slowed to a trickle, Arizona-American must either seek to include the

plant in rate base (and thus increase rates for current customers) or live with the

considerable carrying costs associated with the new plant. Arizona-American did seek to

include $25 million of Construction Work in Progress ("CW[P") associated with the

White Tanks plant in rate base in its most recent rate case filing. Staff is opposing

inclusion of the CWIP in rate base on the grounds that the intent of Decision No.69914

was "that the plant would be entirely funded through hook up fees and the ratepayers

would not be burdened with its cost. The inclusion of CWIP in rate base would

effectively reverse the intent of die previous order."]1 So the use of a CIAC mechanism

(hook-up fees) to fund new plant has resulted in contentious rate case issues and Arizona-

American may end up with a $25 MM+ plant, no rate recovery, and only a trickle of

hook-up fees to cover the carrying costs.15

16

17 Q-

18

In your opinion, is the goal of implementing regionally sized water and wastewater

infrastructure that is designed to promote conservation through the use of recycled

water possible without the use of ICFAs?19

20

21

22

23

24

25

26

believe some form of innovative financing arrangement is necessary for the

implementation of Global Water's Total Water Management program. For that matter,

any water utility that plans on emplacing a regionally sized water and/or wastewater

system would need to employ innovative methods to finance such plant. The traditional

methods of funding water and wastewater plant (e.g., main extension agreements) simply

will not work when it comes to regionally sized plant. Other financing arrangements

have been tried and have proven to be problematic (see above.) A close examination of

27

A.

11 Direct Testimony of Gerald Becker, Docket number W-01303A-08-0227, page 18, line 9.

19-



1

2

3

the ICFA concept reveals no such potential downside. In summary, in order to make

regionally sized infrastructure possible, some form of innovation is necessary, lCFAs are

an innovative financing technique that have no potential down side for ratepayers ,

therefore, the use of ICFAs should not be discouraged.4

5

6 IV. Cost of Capi ta l .

7

8 A. Introduction to Cost of Capital.

9

10 Q- What is the purpose of your cost of capital testimony?

11 A.

12

13

The purpose of this testimony is to provide recommendations regarding the capital

structure to be used for each of the Global Utilities involved in this rate case. This

testimony also includes recommendations regarding the cost of equity that is appropriate

for use in this rate case. Twill also discuss the overall rate of return recommended for the14

15 Global Utilities in this rate case.

16

17 Q. Please describe how your cost of capital testimony is organized?

18

19

My testimony includes recommendations and analysis regarding the cost of equity, the

capital structure and the overall rate of return. Mr. Barber's testimony will deal with the

cost of debt.20

21

22 Q. What is the overall rate of return the Global Utilities are recommending?

23

24

Since the Global Utilities do not have uniform capital structures the overall rates of return

for each utility will vary. The following chart summarizes the Global Utilities'

recommended overall rate of return for each utility.25

26

27

A.

A.

20



4

2

3

1 Utility

Palo Verde

West Valley - Consolidated z

Santa Cruz

0V€t31l R O R

9.81%

8.34%

8.49%

5 Willow Valley 9.24%

6

7 B. Capital Structure and the Weighted Average Cost of Capital.

8

9 Q, Please define the term "Cost of Capital."

10 The cost of capital is the (risk adjusted) opportunity cost associated with choosing one

11 investment over others. In other words, it is the return on an investment necessary to

12 attract investors to an enterprise. For example, a given enterprise seeking to attract

13 investors must provide a return at least equal to the return being provided by similar (in

14 terms of risk) other enterprises.

15

16 Q- Please define the term"Weighted Average Cost of Capital" or "WACC."

17 Firms raise capital from various sources e.g., debt and equity. Because each source of

18 capital has different risk characteristics, the cost of capital associated with each source

19 will be different. Generally, debt is less risky than equity, thus the cost of a firm's debt is

20 less than the cost of the same H1.m's equity. The WACC is a cost of capital for the whole

21 firm that is derived by weighting the cost of capital associated with each source of capital

22 by its share in the film's overall capital structure. For example, suppose a firm has a

23 capital structure consisting of 50% debt and 50% equity, a cost of debt of 5% and a cost

24 of equity of 10%. Its WACC is:

25

26

27
12 Includes Valencia Town Division, Valencia, Greater Buckeye Division and Water Utility of
Greater Tonopah.

A.

A.

21



1

2 (Cost of Debt x Debt % of Capital Structure) + (Cost of Equity x Equity % of Capital Structure)

(5% x 50%) + (10% x 50%) :--: 7.5%3

4

5

6

7

Suppose the f irm has 25% debt and 75% equity, then its WACC is:

(Cost of Debt x Debt % of Capital Structure) + (Cost of Equity x Equity % of Capital Structure)

(5% x 25%) + (10% x 75%) = 8.75%

So changes in a film's capital structure (i.e., the relative amount of debt and equity that

make up its total capital) have significant impacts on the WACC.

Q- Please define the term "Overall Rate of Return."

8

9

10

11

12

13

14 The term "Overall Rate of Return" is synonymous with WACC.

Q. Why is the concept of cost of capital important for utility ratemaking?

15

16

17

18

19

20

21

A firm's overall rate of return is used as the return applied to its rate base in order to

come up with a revenue requirement. The basic formula used to develop a utility's

revenue requirement is:

Revenue Requirement : (Rate Base x Overall Rate of Return) + Operating Expenses

22

23

24

25

26

Given that utility rate bases are generally quite large, even small changes in the rate of

return can result in significant swings in revenue.

27
\

A.

A.
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1

2

Q- Please describe the capital structures of the Global Utilities.

3

4

Palo Verde and Santa Cruz have 100% equity on their books. However, as the

Commission is aware, Global Parent issued IDA bonds to fund investment in certain

projects for Santa Cruz and Palo Verde. The Global Utilities have agreed to impute that

IDA debt to Santa Cruz and Palo Verde, as discussed below. The other Global Utilities

have WIFA debt.

\

Q. Do you propose any modifications to the capital  structures of the uti l i ties for

ratemaking purposes?

Yes. From 2006 through 2008 Global Parent acquired a total of $115,180,000 in bond

financing from the Industrial Development Authority of Pima County. These "IDA

bonds" were issued in dire series: 2006, 2007 and 2008. At die time each series of

bonds was issued specific prob ects were identified by Global Parent as being funded by

the bond issuance. These projects were all capital expansions and improvements to Santa

Cruz's water system and Palo Verde's wastewater and recycled water systems .

Attachment MIR 3 provides the detail of diesel projects by series. The Global Utilities

have agreed to impute this IDA bond debt into the capital structures of Palo Verde .and

Santa Cruz for the purposes of this rate case.

Q. Is it typical for IDA bond proceeds to be allocated to specific projects?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Yes. IDA bonds are issued pursuant to A.R.S. §§ 35-701 thni 35-761. This legislation

calls for the identification of specific prob acts to be funded by the IDA bonds.

Q- Can you provide some background on IDA bonds?

25

26

27

The idea behind IDA bonds is that tax-free bonds encourage the building of facilities .

So, as stated above, IDA bonds must be tied to specific infrastructure projects.

A.

A.

A.

A.

23



1

2

3

For each IDA bond issuance, an "Engineer' s Feasibility Report" must be generated that

describes the projects that will be undertaken, and issues an opinion that the project is

appropriate and will likely generate sufficient funds to pay off the bonds .

4

5

6

7

8

9

10

11

Technically, the Industrial Development Authority of Pima County ("IDAPC") issued the

bonds, and Global Parent borrowed the proceeds from the IDAPC. However, the IDAPC

is not actually liable for paying the bonds off (except for the funds actually received from

Global Parent .-- which are paid directly to a trustee who administers the process). '

12

There are numerous public approvals that are needed before IDA bonds can be issued:

Approval from the Arizona Depar tment of Commerce (only a  limited

amount of tax free bonds can be issued each year ,  the Department of

Commerce controls the allocations).

Approval from Industrial Development Authority of Pima County Board

of Directors .

Approval from the Pima County Board of Supervisors .

Q- How do you propose to allocate the IDA bond debt between the capital structures of

Palo Verde and Santa Cruz?

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

As stated above, at the time the IDA bonds were issued their proceeds were allocated to

specific capital improvement projects. believe a fair way to allocate the debt between

Palo Verde and Santa Cruz is to divide the value of the total IDA bonds outstanding

based on the relative value of the Palo Verde and Santa Cruz capital projects identified at

the time the IDA bonds were issued. Using this method Shave determined that 55% of

the IDA bond debt should be allocated to Palo Verde and 45% should be allocated to

Santa Cruz. Attachment MIR 4 details how these percentages were calculated.

A.

24



10

12

11

13

15

20

21

14

16

18

22

23

17

24

19

25

4
Palo Verde

Santa Cruz

Palo Verde

Santa Cruz

Palo Verde

Santa Cruz

Dividing that between Palo Verde and Santa Cruz using the abovepercentages results in

Given these allocations, what capital structures do you recommend for Palo Verde

the following debt levels for the two companies:

As of the end of the test year there was $115,180,000 in IDA bonds outstanding.

and Santa Cruz?

At the end of the test year the companies had the following equity positions:

following capital structures :

Combining these equity numbers with the above allocated debt numbers results in the

45%

55%

Allocation

Percent

Debt

44%

45%

$115,180,000

Total Debt

Total Equity

$76,564,739

$65,933,751

I

I

Equity

55

56%

$63,529,266

$51,650,734

Allocated

Debt

*,

26

27

25

2

4

5

9

3

6

7

1

8

I

A



1 Q- Please describe how the above equity numbers were derived.

2

c
3

4

5

Since Palo Verde and Santa Cruz (and die other Global Utilities) are not publicly traded

companies, there is no publicly traded equity to use as the equity component in their

capital structures. Rather, the above equity numbers were derived from the total

members' equity in the utilities .

6

7 Q.

8

Is imputing debt from a parent into its subsidiary companies typically considered an

appropriate ratemaking procedure?

9

10

11

12

13

No. Imputing debt to a subsidiary violates the fundamental principle that an investment's

required return should be based on its risk, not on the parent company's financing costs.

Imputation of parent level debt into a subsidiary essentially adjusts the subsidiary's

capital structure (and thus its overall rate of return) to account for the parent's source

(and hence cost) of financing.

1 4

15 Q-

16

Given that it is not considered appropriate ratemaking to impute parent level debt

to subsidiaries, why are you advocating imputation of the IDA bonds to Palo Verde

and Santa Cruz?17

18 A.

19

20

2.1

Global Water is cognizant of the potential for rate shock resultingfroni this rate case.

Imputing the IDA bonds ro Palo Verde and Santa Cruz will serve to pull down the overall

rate of return and thus mitigate the necessary rate increase. While this outcome is not

optimal for the Global Utilities, Ir is acceptable.

2 2

23 Q- Please summarize your recommendations regarding the capital structures of the

Global utilities.24

25 A. The proposed capital  structures for the Global Uti l i ties are provided in the fol lowing

chart:26

27

26

A.

A.

l



4 Utility

l  Palo Verde

I

WUGT
Valencia Greater Buckeye .
D iv is ion
West Valley -
Consolidated"

Santa Cruz

Valencia - Town Division 13%

Willow Valley

\

» -i-v

Debt

45%

44%

2%

6%

8%

17%

Equity

55%

98%

56%

87%

94%

92%

83%

10
See Attachment MIR 5 for derivation of the capital structures of Valencia, GT, and

11
Willow Valley.

12

13

Cost of Equity.
14

15

16
• Have you performed an independent cost of equity analysis for the Global Utilities?

I No.
17

18

19
Please explain why you are not presenting an independent cost of equity analysis for

this rate case?
20

I Developing an independent cost of equity recommendation is a time consuming and
21

Arguments regarding return on equity can also take up a considerable
2 2

expensive task.

amount of time at a hearing. Such lengthy arguments are costly both in terms of dollars
23

for the Global Uti l i ties and in terms of time for Global Water personnel attending the
24

hearing. The Commission, Staff, the Hearing D1v1s1on, and interveners also bear a
25

burden in  te rms  of  t ime and  dol l a rs  f rom l eng thy  a rguments  i n  a  hea r ing  and  in
26

2

4

3

1

7

5

6

27

8

9

Q

A

Q

A

13 Includes Valencia Water Company - Town Division, Valencia Water Company
Buckeye Division and Water Utility of Greater Tonopah.

C

Greater



1

2

developing pre-filed testimony. Usually, the utility's costs of that analysis and debate are

returned to die utility as 'rate case expense' -.- borne by customers.

3

4

5

Thus, the Global Utilities decision to not provide a full cost of capital analysis is based 011

a desire to simplify the case and reduce the time and expense for all parties .

6

7 Q.

8

Given that the Global Utilities are not providing an independent cost of equity

analysis, how do you propose that the cost of equity be determined?

9 We have used a cost of equity of 10.0% to develop our proposed rates in this case.

10

11 Q- How was the 10.0% cost of equity number derived?

12

13

14

15

16

17

On January 12,  2009,  Arizona Corporation Commission Staff filed testimony in die

Arizona-American rate case (Docket No. W-01303A-08-0227.) Staff's outside expert,

Mr. Purcell, presented Staff's cost of equity analysis and recormnendations. Mr. Purcell

recommended an unadjusted cost of equity of 10.0% for Arizona-American. The Global

Utilities propose to simply adopt Mr. Purcell's analysis and recommendations regarding

cost of equity from the 08-0227 docket and us e them in this case.

18

19 Q~

20

Do you believe that Arizona-American and the Global Utilities are sufficiently

similar that Staff's recommendation in the 08-0227 ease can simply be adopted

here?21

22 A. The Global Utilities and Arizona-American are similar in that they both operate several

water and sewer utilities at various locations across Arizona. Mr. Parcell's23

24

25

26

27

recommendation is based on a generic return on equity determined by his sample group

of water utilities. He did not make any specific adjustments to modify that generic return

to Arizona~American. Because no specific adjustments were made, that generic return

can also be applied to the Global Utilities.

A.

A.

28



1

2 Q. Is it appropriate to use a single cost of equity for all of the Global Utilities?

3

4

5

Theoretically, each utility should be assigned a separate cost of equity due to variarices in

the risk each utility is exposed to. However, for the sake of procedural simplicity, die

Global Utilities are willing to use a single cost of equity for all of the utilities involved in

6 this case.

7

8 Q- Are you familiar with Staff's cost of equity methodology?

9

10

11

12

13

14

15

16

17

18

Yes. Staff's standard approach for calculating cost of equity for water and wastewater

utilities starts with determining a sample of publicly traded utilities for which substantial

information is publicly available. The sample of utilities is meant to be similar to the

utility applying for rates. Staff then applies two different versions of the discounted cash

How ("DCF") model (constant growth DCF and multi-stage growth DCF) and two

different versions of the capital asset pricing model ("CAPM") (historical CAPM and

current market premium CAPM) to the sample of utilities. Staff averages the results of

these four financial models to come up with their cost of equity. The data input into these

models changes over time and thus must be updated regularly (e.g., the sample utilities'

stock prices.)

19

20

21

22

23

24

Similar to Staff's recent practice, Mr. Parcel developed a sample of utilities to use as a

proxy group and then applies three different financial models to that sample and averages

their results to obtain his cost of capital estimate. However, Mr. Purcell's testimony

departs from the standard Staff methodology in several respects. First, Mr. Parcel uses a

different methodology to develop his sample of utilities. Second, the financial models

25 David C. Purcell uses are somewhat different from Loose described above. Mr. Parcel

26

27

averages the results of the DCF (constant growth version only), the CAPM (historical

version only), and the comparable earnings method.

29

A.

A.

\



1

2 Q- Are you in total agreement with Staff's cost of equity methodology?

3

4

5

6

No. There are different perspectives on Staff's rnediodology that could be raised and that

have been raised by other utilities. Moreover, as noted above, there are differences

between Staff's standard methodology and Mr. Parcell's approach in the 08-0227 docket.

I am not testifying ht full support of either the standard staff methodology, or Mr.

Parcell's alternate methodology. However, I am testifying that the Global Utilities are

willing to accept the 10% return from the 08-0227 docket, as a method of simplifying the

case, reducing litigation costs for all concerned, and as a method of limiting the amount

of the rate increase during these difficult times. .

7

8

9

10

11

12 D. Cost of Debt.

Q- What is the cost of debt associated with the IDA bonds?

Mr. Barber provides detailed testimony on the cost of debt. Each series of IDA bonds

has a different interest rate. To allocate the interest cost tO Palo Verde and Santa Cruz, I

used the allocation method discussed above to derive a cost of debt of 6.34% for Palo

Verde and 6.57% for Santa Cruz. See Attachment MJR 6 for derivation of these debt

13

14

15

16

17

18

19

20

CO sts .

Q- What is the east of debt for the other Global Utilities?21

22 A.

Qs
24

As discussed in the testimony of Mr. Barber, the cost of debt for the other Global Utilities

is as follows:

25

26

27

A.

A.



11

10

12

14

13

16

15

20

22

17

21

19

23

18

24

25

26

3
1~

Equity
Overall Cost of
Capital/ROR

Debt

Equity_ . -.. -..
Overall Cost of
CapitaVROR

Valencia (Town Division)
Weight

Debt

E_q1.1M__
Overall Cost of
Capita]/ROR.__

I

Please discuss the overall rates of return you are recommending for the Global

The above discussions provided the cost of equity, the cost of debt and the capital

Utilities.

revenue requirements of the Global Utilities are presented below :

return is a simple mechanical process. The overall rates of return us ed to develop the

structures of the Global Utilities. With these numbers calculating the overall rates of

Overall Rate of Return.

Valencia - Town Division:

Valencia .- Greater Buckeye:

Wil low Val ley:

West Valley Consolidated:

Water Utility of Greater Tonopah

l

8.342%

8 49%

1

6.73%

6.38%

6 30%

6 64%

5.48%

Weighted Cost

Weighted Cost

Weighted Cost
c

27

2

6

4

3

7

5

1

9

8

A

E.

I

l

I



3,

3

3Debt
Equity
Overall Cost of

West Valley (Consolidated)

Debt
Equity
Overall Cost of
Capital/ROR

Valencia (Greater B.uckeye Division)
4 Weight

1

Weight

9 81%

Cost Weighted Cost

Wighted Cost

9.72%Capital/ROR

10 Cost
Qreater_ *Tonopah

Weight
6 30%11

Weighted Cost
10%

9.85%10.00%
2%

98%
12

9 94%

Wa!9r Utility. Q!

Debt ..
Equity ._ _ .. -- .
Overall Cost of
Capital/ROR

13

14
CosWeight Weighted Cost

15 17%
83%

5.48%
10.00%

0.91%
8.33%

16

1

i
9.24%

17

!Y8\¢>*y Y9ll¢y

i i éb t
Equity
Overall Cost of
Capital/RQR

18

19 Does this conclude your Direct Testimony?

20 Yes.

21

22

23

24

25

26

I

27
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Exhibit MJR-1

Santa Cruz
320 - Southwest Area Water Treatment Plant
320 -Terrazo Water Distribution Center
331 - Amarillo Creek Lines & Upgrades

$

Total $

7,509,708
139,161

10,292,473
17,941,342

Palo Verde
$380 .. 05-036 SW Area WRF

360 - 05-064 Green (Pars-ValVista)
360 - 05-065 Papago (who - Grn)
360 - 05-074 Amarillo Cry Oversizing
Total $

14,151,504
4,2o8

17,880
276,384

14,449,976

If

I

1

r

l
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Exhibit MJR 2

Calculation of Rate Impacts of Southwest Maricopa plant exclusions

Palo Verde

L1*L2

With

SW Plant

$78,087,805

8.340%

$6,515,523

$(292,937)

$5,805,460

1.645086

$11,195,567

Without

sw Plant

$63,637,830

8.340%

$5,307,395

$145,187

$5,162,208

1.645085

$8,492,275

L3-L4

1 Adjusted Rate Base

2 Requested Rate of Return

3 Requested Operating Income

4 Adjusted current operating Income (loss)

5 Operating Income Deficiency

6 Gross Revenue Conversion Factor

7 increase in Gross Rev; Requirements L6*L5

Difference $2,703,291

Santa Cruz

L1*L2

L3-L4

1 Adjusted Rate Base

2 Requested Rate of Return

3 Requested Operating Income

4 Adjusted current operating income (loss)

5 Operating Income Deficiency

6 Gross Revenue Conversion Factor

7 Increase in Gross Rev. Requirements

With

SW Plant

$63,202,261

8.490%

$5,365,872

$1,686,467

$3,679,405

1.545086

$6,052,938

Without

SWplant

$45,260,919

8.490%

$3,842,652

$1,969,411

$1,873,241

1.645086

$3,081,643 L6*L5

Difference $2,971,295

Total Difference $5,674,586
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I

3 Issuance . L
`§;36,495,000 8 i
Capital 1 ;

. Improvements - v ._.,. i -
l Santa Cruz Water i $1,210,702 $3,798,900 , $4,264,051 =$9,273,653

810 Verde we 8 $4,449,676 $17,494,064 i $4,487,532 s $26,431,272
Total $5,660,378 3 . . : $8,751,583 $35,704,925 5
Source: December 1, 2006 Loan Agreement between The Industrial Development Authority of
the County of Pima, U.S. Bank National Association and Global Water Resources. Exhibits B
and C.

, Issuance_
i $54,135,000

Capital

'_£@tz59!;me31ts 2006 (q4)
- Santa Cruz Water 55,949,221
-,_Palo Yerde W $8,593,426
: ToM $14,542,647

Source: November 1, 2007 First
Exhibits B and c.

l

1

Ser ies 2008
A mo u n t  o f
I ssuance

4 $24,550,000 l
C a  i t a l
Improvements § 2007 (44)
Santa Cruz Water $2,969,390

$696,882
: $3,666,272

Source :  Augus t  1 ,  2008 .  Second
Exh ib i ts  B  and  C.

1

Exhibit MJR 3

Capita l  pro jects assoc ia ted  w i th I D A  b o n d s
Series 2006
A1nln\ount of

Series 2007
Amount of

Palo Verde WW
Total

1

I
J
I

..|..
I

h L

T"

I

1

post 8/22/04

2007(q1-q3)

: $20,240,869
. $12,6811197
. $32,922,066

Amendment to ab

i _ _ -

l
.. i

I

i $335812
I $3,602,102
I _$7,490,914

Amendment t

I
9
I

i

I

I
|

9
;
I
1.

a

E
I
1

YTD 2008

2005 2006(q1-q3)

!_

I
I
I

_-l§',§f8,j55)-
! $10,500,000

$17,000,000
o above December

i

2007 (q4)
projected
$3,675,000

8 $1,825,000
._ I $5,500,000
ave December 1, 2

1r
E
L
I

=;

i
1

1

I

2008 Projected

!
I

_ _ l

$13,358,202 _l
4,798,984 |

$28,157,186
1, 2006Loan Agreement.

J-. _v_-_
_l
g

I

1

I

$29,865,090 56%
$23,099,623 44%

I $52,964,713
006 Loan Agreement.

i
I

4*Hn-

II

r

Total

Total

Total

1

l
I

I
I

¢

!

I

1
.. r.

:

!

I

I

r

I

!

I

i

I

47%

I 53%

I

26%
74%

Percent

Percent

Percent i
l
I

4--ni

.,_!
..!
I
I

I
--¢*H¢ . * J

f
""""li g

1
i

...._-.i

s
tI
1
!I......I

\

\
l
1

J

I
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E
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I
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ExhibitMAR 4

Allocation of IDA Bonds betweenPalo Verde's and Santa Cruz's CapitalStructures

Series 2006

Palo Verde

Santa Cruz

Series 2007

Palo Verde

Santa Cruz

Series 2008

Palo Verde

Santa Cruz

;.
I
L._---.

l 53%
I

_._-__8.
I
1
I

`§"74%

i
I

I
I

I

t

I
:
I

l

I

i

i6%

54%

56%

47%

Allocation

Allocation

Allocation

Percent

Percent

Percent

v

I

I

1`

3

5
I

E

$36,495,000

$54,135,000

$24,550,000

Total Debt

Total Debt

Total Debt

8I
I
E
l

,L
:
r
l
3

i
I

g
1

l

[

1

i
l
I
3-

f
t
I

E
l

$27,016,141

$9,478,859

$23,610,023

$30,524,977

$12,903,103

$11,646,897

Allocated

Allocated

Allocated

Debt

Debt

Debt 1
l
I
4

D__}¢qIi
X
I

.= I

»

I

i

1
1

!
i

.J

f

8
i

i
I

1

8
I
1

I

1

t

Total Palo Verde Debt:
Total Santa Cruz Debt:

$63,529,266
$51,650,734

s

i

I

1

1

i
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Valencia -
Consolidated
Debt $ 2,345,798 5%

Equity $ 49,117,280 95%

Valencia ... Town
Division
Debt $2,012,846 13%

Equity $13,882,700 87%

WUGB
Debt s 91,091 4%

Equity S 1,976,156 96%

GT
Debt $241,861 1%

Equity $33,258,424 -99%

Willow Valley
Debt 227.953s 17%

Equity $ 1,136,740 83%

ExhibitMJR 5

nr
\\

For derivation of the above debt numbers see the testimony of MI. Barber. The equity numbers
are taken from the Test year End balance Sheet, Schedule E- 1
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EXHIBIT A-13

DOCKET NOs. SW-02445A-09-0077 et al.

Rebuttal Testimony

of

Matthew J. Rowell

1
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4
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6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
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1 I. Introduction.

2 Q-

A.

What topics will you address in your rebuttal testimony?

3

4

5

6

7

8

9

10

11

12

begin by discussing the economic implications of Arizona's arid climate and extended

drought. then respond to Staff' s and RUCO's positions concerning ICFAs. As part of

that response, I demonstrate that the Global Utilities' aggregate capital structures are

similar to other Arizona utilities in terms of advances and contributions. remark on

Staff' s failure to address my direct testimony concerning carrying costs. I refute Staff' s

conclusion that ICFA fees should be imputed as contributions because they are a cost-

free source of capital. I also explain that even if the Commission accepts that conclusion,

any imputation of contributions should be reduced by off-sets for acquisition premiums

paid, parent-level expenses paid, and taxes paid, as these items would clearly reduce the

amount of any allegedly "cost free capital".

13

14

15

16

I explain the link between ICFAs and efficient regional infrastructure. I also show that the

Global Utilities' regional infrastructure results in lower operating expense as compared to

other Arizona utilities, thus creating long-term benefits for ratepayers.

17

18

19

I describe the regulatory policy implications of Staffs decision to impute all ICFA fees as

contributions. I show that Staff" s approach would create a strong disincentive for future

20

21

22

acquisitions of water utilities - a result that I consider especially unfortunate given the

highly fragmented and undercapitalized nature of the water utility sector in Arizona. I also

describe how Staffs approach results in negative rate base, which in tum destroys any

23 future incentive to invest in infrastructure for such utilities.

24

25

26

27

I also explore various alternative scenarios that the Commission could consider if it

concludes that ICFA fees should be partially imputed as contributions. Lastly, I will

respond to Staffs and RUCO's cost of capital testimony.



1 11. Economic Implications of Drought and Ariditv.

2

3 Q-

4

5

Global witness Graham Symmonds provided testimony concerning current and

projected drought conditions. Are there any economic implications of the current

and projected drought conditions discussed by Mr. Symmonds?

6 A.

7

8

9

10

11

12

13

14

15

16

17

18

The drought issues discussed by Mr. Symmonds are not confined exclusively to Arizona.

They affect the entire Southwestern United States. Additionally, recent years have seen

severe drought conditions (and in some cases water shortages) in non-arid parts of the

country like Georgia. So when we consider factors that businesses might consider when

deciding where to locate facilities, the drought in and of itself may not be extremely

important. What matters is how the leaders of different areas of the country respond to the

reality of the water issues they face. Areas that are perceived as being proactive in

addressing the affects of the drought may have an advantage in attracting businesses

compared to areas that stick to the status quo. This' is especially true for Arizona. It is no

secret that Arizona's population centers are in the desert. It is also no secret that sustaining

a large civilization in the desert requires advanced water infrastructure. If Arizona is

perceived as being reluctant to address the reality of our arid environment it will be

devastating for our long-term economic development.

19

20 Q. Are these issues really important to businesses when deciding where to make

21 investments?

22

23

24

Investors with a short-term mindset may care little about sustainability issues. But for a

business making long-term capital allocation decisions such as where to locate a multi-

billion dollar manufacturing facility these issues are extremely important.

25

26

27

A.

2



1 Q- Why is it important to attract businesses to Arizona?

2 A.

3

4

A vibrant economy requires a diverse base of well-paying jobs. For the economy to thrive

we cannot rely on one industry (such as home construction) to be the engine for the

economy. Without a diverse and stable job base Arizona's long-term economic prospects

will be lackluster.5

6

7 Q.

8

Does the Commission regularly consider economic impacts when deciding regulatory

and ratemaking proceedings?

9 A.

10

11

12

13

14

15

Absolutely. For instance, the plant and line siting statutes require the Commission to

balance the economic benefits with the environmental impacts of new infrastructure, the

Colnmission's REST rules, its pending Energy Efficiency rules, and its long history of

support for Demand Side Management all are based in large part on the long-term

economic benefits of those actions. believe the Commission can and should do the same

with its water policy .-. in fact, in many cases it already has done so by requiring more than

the bare minimum of ADWR's Best Management Practices.

16

17 Q. Are other states addressing the drought issue?

18

19

20

21

22

23

On November 4, 2009 California passed what has been called "unprecedented" legislation

designed to address its significant water issues.1 Although the ultimate effectiveness of

this legislation is yet to be determined, high profile action of this sort does send the signal

that California's leaders are serious about taking action, to address the state's water needs.

with neighboring states taldng such action, Arizona cannot afford to be perceived as being

less than proactive regarding the management of its water resources.

24

25

26

27

A.

1 See http://features.csmonitor.com/po1itics/2009/11/04/califomia-lawmakers-pass-sweeping-water-reforms/

3



1 Q- How does the above discussion relate to the current Global rate case?

2

3

4

5

6

7

8

9

10

11

As detailed in the 2008 ASU W.P. Carey School of Business infrastructure study,2

Arizona needs to spend in excess of $109 billion over the next 25 years on its water and

wastewater infrastructure to meet growth and water scarcity requirements. As discussed

by Mr. Hill and Mr. Symmonds, Global has begun to make significant investments in

infrastructure that allows for real conservation and efficient water management. Global

relied on an innovative financing technique (ICFAs) to partially offset the huge carrying

costs associated with such infrastructure and the acquisition premiums paid as a result of

the purchase of several under-capitalized utilities. To punish Global for being innovative

as it addresses the huge capital costs associated with regional infrastructure could send the

message that Arizona is not committed to addressing its water infrastructure needs.

12

13 111. Response to Staff's Position Regarding ICFAs.

14
A. General Comments on Staff's Position.

15

16 Q.

17

Do you have any general comments regarding the testimony of Staff witness Linda A.

Jaress regarding ICFA fees?

18

19

20

21

What is most striking about Ms. Jaress' analysis is the disparity between her conclusions

regarding ICFA fees and her recommendation regarding how the fees should be treated.

Ms. Jaress concludes that there are several potential and actual uses for the ICFA fees, yet

she recommends that they all be treated as if they were used for one particular purpose, i.e.,

22 directly funding plant.

23

24

25

26

27
2 http://www.arizonaic.org/images/stories/pdf/AIC_Executive_Su1nmary_Fina1.pdf

4

A.

A.



1 Q. What are the different uses of ICFA fees that Ms. Jaress acknowledges in her Direct

Testimony?2

3

4

5

A. The various uses for ICFA fees that Ms. Jaress posits are listed here:

Ms. Jaress indicates that ICFA fees allow Global to "receive a return of, or a return

on, an investment in the Global Utilities regional plant..."3 Receiving a return on

an investment is fundamentally different than having that investment funded by a

cost-free source.

6

7

8

9

10

11

12

13

Ms. Jaress states that in a case where Global already has enough capacity to serve

an additional developer "Then the ICFA fees paid by the developer could be used

for purposes other than providing services to the developer."4 Here Ms. Jaress

specifically acknowledges that ICFA fees can be used for purposes other than to

build plant needed to serve a developer.

14

15

16 other public uti1ities."5

17

18

19

Ms. Jaress states that "(T)he fees paid by a developer could be used to purchase

Global has contended all along that ICFA fees have been

used to purchase other public utilities and here Ms. Jaress specifically

acknowledges that that is a potential use of ICFA fees. Ms. Jaress acknowledges

that Global has spent $43 million on purchasing utilities since 2004.6

20

21

22

23
. . 7

external Hnancmg and eamlngs."

24

Finally, in response to data requests, Ms. Jaress concedes that "The ICFA fees are

cash and are used in the same manner as cash generated from nonna revenues,

Thus, although Ms. Jaress recommends treating

every dollar of ICFA fees as though they directly funded plant, Ms. Jaress

25

26

27

3 Linda Jaress Direct, page 10, lines 13 through 16.
4 Linda Jaress Direct, page 9, lines 19 through 21.
5 Linda Jaress Direct, page 9, lines 21 and 22.
6 Linda Jaress Direct, page 10, line 3.
7 Staff Response to Global 2. 1 .a.

5



1

2

3

4

acknowledges that in fact ICFA fees have a variety of uses. Notably, even if ICFA

fees did directly fund plant, plant funded by "nonna revenues, external financing

and earnings" is included typically in rate base (subj et to prudence and the like).

B. Staffs Conclusion Regarding ICFA Fees.

Q, What is the basis for Staff's conclusionthat the ICFA revenues were used to directly

fund investments in plant?

It is not entirely clear how Staff came to the blanket conclusion that all of the ICFA fees

were used to fund plant. ButStaff does provide three separate rationales for their

conclusion. Ms. Jaress states:

"Finally, and most importantly, because the fees are accounted for by the Global

Parent as revenue and not separately tracked (i.e., comingled) by the Global Parent,

it is reasonable to conclude thatsome or all of the fees were invested in the Utility

to pay for plant." (Emphasis added.)8

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

This appears to be Staff' s principal justification for treating all of the ICFA fees as if they

were used to fund plant. Yet even here Staff only states that it is reasonable to conclude

that "some or all " of the ICFA fees were used to build plant. HowStaff moves from

"some or all" to just "all" is not clear.

23 Staff does provide two supporting rationales for its ICFA recommendation. Ms. Jaress

provides the following as an additional justification for Staff" s recommended treatment of

ICFAs :

24

25

26

27
8 Linda Jaress Direct Testimony, page 10, lines 6 through 8.

6

A.



"It is not reasonable to assume that the Global Parent could collect ICFA fees

absent its relationship with its utilities. The (ICFA) fees are only collected in

instances whereby a developer or landowner needs plant for utility service.

Therefore, Staff views the ICFA fees as an integral part of Utilities' financing of

plant used to supply utility service." 9

Ms. Jaress then goes on to argue that the lack of CIAC on the books of Palo Verde and

Santa Cruz is additional justification for Staffs recommended treatment of the ICFA fees.

Staff argues that "(T)he Global Parent enters into ICFA contracts in place of the Utilities

accepting contributions."10 Staff bases this presumption on their belief that "Most Arizona

water and sewer utilities have significant amounts of CIAC on their books. Palo Verde

and Santa Cruz, along with the other Utilities, are the exception to the n1le."11

Q. Do you agree with Staffs first reason for concluding that ICFA fees should be treated

as CIAC, because they are recounted for as revenue and not separately tracked?

1

2

3

4

5

6

7

8

9

10

11

12

13

.14

15

16

17

18

19

20

21

22

23

24

25

26

No. The simple fact that the fees are treated as revenue and not separately tracked has no

bearing on how the fees are ultimately used or how they should be treated. In fact, this is

the opposite of how CIAC is normally treated. Typically CIAC is not treated as revenue

and it is separately tracked. It is not clear at all how the simple fact that the ICFA fees are

treated as revenue and not separately tracked leads to Staffs conclusion that they are used

to fund plant. The fact that ICFA fees are not separately tracked means that they could be

used to fund any activity of the parent. How Staff narrows in on one specific potential use

is not clear.

9 Linda Jaress Direct Testimony, page 12, lines 4 and 5.
Linda Jaress Direct Testimony, page 12, line 9
Linda Jaress Direct Testimony, page 12, line 17-18

A.



1

2

3

4

Q- Do you agree with Staffs second reason for concluding that ICFA fees should be

treated as CIAC, that they are only collected in instances whereby a developer or

landowner needs plant for utility service?

A. No. For two reasons this line of reasoning is unsupportable. First, Ms. Jaress specifically

acknowledges that ICFA fees can be collected from developers in instances where there is

no need for additional plant to serve them.12 Global's model of building plant on a

regional scale means that in many cases the capacity needed to serve a particular developer

was builtprior to that developer paying the ICFA fees. This is in stark contrast with

traditional CIAC that is meant to fundadditional capacity needed to serve a developer. In

fact, in a recent wastewater rate case (Black Mountain Sewer Docket No. SW-0236lA-08-

0609) Staff recommended against allowing the company to impose hookup fees (the

proceeds of which would be treated as CIAC) because the company already had enough

capacity to serve new developments.

Second, simply because the Global Parent could not collect ICFA fees "absent its

relationship with its utilities" does not imply anything about how the funds are ultimately

used. The issue here is not why the Global Parent is able to collect ICFA fees but rather

what it does with the fees once collected. These are two distinct questions and Staff has

offered no explanation of how one affects the other.

5

6

7

8

9
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22

23

24

Q- Do you agree with Staff's third reason for concluding that ICFA fees should be

treated as CIAC, that the Global Utilities have no CIAC when the industry norm is to

have significant amounts of CIAC?

A.

25

26

It is true that Global has cast a jaundiced eye on CIAC. As discussed in the Rebuttal

Testimony of Trevor Hill, Global has generally avoided the use of CIAC as a financing

tool in order to avoid the significant problems it can cause. Relying on developer-

27
12 Linda Jaress Direct Testimony, page 9, lines 18 and 19.
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1

2

3

4

contributed plant lets developers control what type of plant is to be built. Also, in the long

run an overreliance on CIAC can have devastating financial consequences for a utility.

However, Staff' s contention that Global's low level of CIAC relative to the industry norm

indicates that the ICFA fees are nothing more than a replacement for CIAC is

unsupportable for at least two reasons.

First, some of the Global Utilities do have substantial CIAC balances. For instance,

Valencia Greater Buckeye Division has a CIAC balance that is over 14% of its Utility

Plant in Service. Thus its CIAC balance relative to its Utility Plant is higher than either

Arizona American or Arizona Water.

5

6

7

8

9

10

11

12

13

14

15

16

Second and much more importantly, while it may be true that the Global Utilities as a

whole have little CIAC on their books, they do carry a significant amount of AIAC .

Indeed, Staff concedes that "Ms. Jaress' testimony should have included advances in its

characterization of how certain plant is financed. When we look at the combined

balance of AIAC and CIAC of several Arizona water and wastewater companies we see

that the Global Utilities are not outside of the industry norm. Chart l below shows the

combined AIAC and CIAC balances as a percentage of Utility Plant in Service of the

Global utilities and of several other large Arizona water and wastewater companies.

913

17
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20
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22

23

24

25

26

27
13 Staff Response to Global 2.2.a.
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1 CHART 1: Combined AIAC & CIAC as a Percent of Utility Plant in
Service
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18

19

20

21

22

Clearly, when both sources of developer funded plant (AIAC and CIAC) are considered

the Global Utilities as a whole are not atypical. The Global Utilities actually have a higher

percentage of developer-funded plant than Arizona-American, Arizona Water, Chaparral

City Water, and the Robson Utilities. Thus Staffs assertion that the ICFA fees are simply

a replacement of plant funding that typically comes from developers is not supported by .

the facts.
23

24

25

26

27
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1 Q. Why do you believe that comparing combined AIAC and CIAC balances is more

instructive than focusing on CIAC alone?

A. First, for regulatory purposes AIAC and CIAC are generally treated the same way. In rate

proceedings AIAC and CIAC are both subtracted from rate base. Also, in CC&N cases

Staff has taken the position that the combined AIAC and CIAC balance should not exceed

a specified percentage of utilities' capital structures. AIAC and CIAC are treated the same

way because they are so similar. They are both developer-provided capital specifically

intended to fund the construction of plant.

Second, over time AIAC balances tend to (at least partially) convert to CIAC. AIAC

agreements generally require that the utility pay the developer back its AIAC over time as

development occurs. If development occurs more slowly than expected the unreturned

AIAC balance converts to CIAC after a specified time period. It is rare that a developer

will receive 100% of their AIAC payments back. At least some portion, and in some cases

a significant portion, of the AIAC balance ends up converting to CIAC. Thus, Palo

Verde's and Santa Cruz's lack of CIAC can be attributed to their relative youth. Unlike

many other Arizona water and wastewater companies, Palo Verde and Santa Cruz have

simply not been around long enough for their AIAC balances to convert to CIAC. In any

case, the close relation between AIAC and CIAC means that it is improper to focus on

CIAC arid ignore AIAC when making determinations about a utility's source of funds.

c. Risk.

Q- At page 13 lines 18 through 22 of her Direct Testimony, Ms. Jaress indicates that

the ICFA fees transfer the risk of unsuccessful development to the ratepayers.

Please comment on Ms. Jaress' discussion of risk.
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27

The ICFA fees do not transfer risk to the ratepayers. The risk is bam by Global with or

without ICFA fees. The Commission's rate making authority is ultimately what protects

A.
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1

2

the ratepayers and that authority is not affected by ICFAs. If a piece of plant is deemed to

be not used and useful the Commission has the power to exclude it from rate base.

3

4 Q- How do ICFA fees relate to development risk?

Building large-scale regional infrastructure in areas where development is occurring is an

inherently risky endeavor. If development occurs more slowly than anticipated, the utility

could be stuck with millions of dollars of installed plant on which it can earn no rate of

return. This risk is a real deterrent to building regionally-scaled infrastructure. The ICFA

fees mitigate that risk in that developers compensate Global for hearing that risk.

Q. Why is Staff's position regarding development risk problematic?

Staff appears to be recommending that development risk should be dealt with by

disallowing plant whether it is used and useful or not. Staff essentially replaces the risk of

a disallowance with the certainty of disallowance. Such a policy will discourage the

building of regionally-scaled infrastructure.

D. Cost-Free Capital.

Q. At several places in her testimony Ms. Jaress refers to the ICFA fees as "Cost-Free

Capital." Do you agree that the ICFA fees are cost-free capital?
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A.

A.

A.

No. The lCFAs are an integral part of Global's strategy of emplacing regionally-scaled

infrastructure. That strategy results in significant carrying costs for Global Parent

(Discussed in my Direct Testimony and below.) Thus, it is inappropriate to ignore these

carrying costs when considering ICFA fees.



1 . a portion of the ICFA 'revenue' is offset

2

Additionally, Ms. Jaress acknowledges that "..

by expenses."14 These offsetting expenses are not mentioned again in Ms. Jaress'

3

4

testimony. Staff does not attempt to net these expenses out of their ICA-related rate base

adjustment.

5

6 Q- What is the level of these offsetting expenses discussed above?

7 A.

8

9

10

11

12

It is not possible to track specific expenses to specific ICFAs. However, Global Water

Resources ("Global Parent") incurs significant expenses that it does not allocate down to

the utilities (as is the industry noun.) These expenses include executive salaries and

various overhead items which totaled over $3.9 million in the test year. Ignoring these

Global Parent level expenses that are not allocated to the utilities when recommending an

adjustment based on the ICFA fees is not appropriate.

13

14 Q, Is Staff aware of these GWR level expenses?

15 A.

16

17

18

19

Ms. Jaress acknowledges in her testimony that only the portion of the ICFA revenue that is

not offset by expenses becomes net income for Global Parent and is thus available to invest

in the utilities." In spite of this, Staff' s recommendation assumes that all of the ICFA

revenues are available to invest in the utilities. Staff offers no explanation of this disparity

between their analysis and their recommendation.

20

21 Q.

22

Is there another reason why it is inappropriate to refer to the ICFA revenue as "cost-

free capital?"

23

24

25

Yes. The revenue generated from the ICFAs is taxable. In fact, the $60 million in ICFA fees

collected generated a tax liability of $24 million. How a source of funds that generates a $24

million tax liability can be characterized as "cost-free" is not at all clear.

26

27 14 Linda Jaress Direct, page 9, line 3.
15 Linda Jaress Direct, page 9, lines 3 and 4.

A.
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1 Q-

A.

How does Staff address the issue of the tax liability generated by the ICFA fees?

2 Staff does not mention the tax liability generated by the ICFA fees at all in their Direct

3 Testimony.

4

5 E. Staff's Position on Carrying Costs.

6

7 Q-

8

Why is it that Global finds it necessary to include fees in its negotiated ICFA

contracts with developers?

9 A.

10

11

As I discussed extensively in my Direct Testimony tiled in this ease and will discuss

further below, the large and unrecoverable carrying costs associated with Global's model

of building regional-sized infrastructure necessitate the use of a nontraditional financing

12 technique.

13

14 Q- How does Staff address the issue of carrying costs?

15

16

17

18

19

Staff does not appear to address the issue of carrying costs at all. At page 6 of her Direct

Testimony Ms. Jaress does acknowledge that Global contends that the ICFA fees are

necessary to (partially) offset carrying costs. However, carrying costs are not even

mentioned anywhere else in Ms. Jaress' Direct Testimony. So Staff does not address the

carrying cost issue at all in Direct Testimony.

20

21 Q- How was Staff able to avoid addressing the carrying cost issue in their Direct

22 Testimony?

23 A.

24

25

26

Staff appears to have been very selective when laying out Global's position on the ICFA

fees. For instance, at page 9 of her Direct Testimony, Ms. Jaress quotes the testimony of

Global witness Cindy Liles from a previous case.16 Ms..caress selects the quote "(T)he

ICFA model allows Global Parent to infuse significant equity into its utility

27 16 Arizona Water Company complaint against Global Docket No. W-01445A-06-0200 et. al, Ms. Liles has not
provided testimony M the current rate case.

A.
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1

2

subsidiaries..." In Ms. Liles' testimony there is a reference to carrying costs immediately

above this quote but Ms. Jaress selectively chose not to address that. A more complete

quote that effectively conveys what Ms. Liles was attempting to communicate is provided

here:

Palo Verde and Santa Cruz added approximately $136 million of
infrastructure in these first six years. If customers covered these carrying
costs - or this plant was added to rate base before many customers joined
the system - rates would have skyrocketed. But doing nothing would
have made integrated, regional systems unaffordable. Global Parent could
not absorb carrying costs on this $136 million for years. By using the
ICFA model, Global Parent was able to finance the staggering growth
while maintaining stable, reasonable rates that furthered conservation.

.. Utility customers will
not bear any of the costs of ICFA fees through rates. The Global Utilities
will not seek any revenue from customers associated with ICFA fees.
While the ICFA model allows Global Parent to infuse significant equity
into its subsidiaries, lCFAs do not require any particular capital
structure.... However, the ICFA model allows customers to enjoy the
benefits of integrated and financially-healthy water, wastewater and
reclaimed water providers that are committed to water conservation and
the long-term sustainability of the water supply.17

The ICFA fees are paid entirely by developers..

Iv. The Implications of Regional Infrastructure: Conservation., Efficiency and Carrving

Costs.

Q. Please discuss the benefits of regional infrastructure.
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Regional infrastructure allows for the realization of economies of scale. This has two very

important implications. First, it reduces the operating costs of a utility substantially.

Second, it allows for meaningful water conservation. In his Direct Testimony ( pages 7

through 10) , Global witness Graham Symmonds explains in detail how Global's model of

installing regional infrastructure results in economies of scale.

17 Direct Testimony of Cindy Liles, Docket No. W-01445A-06-0200 et. al. page 7 line 21 through
page 8 line 10.

A.
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1

2

Q. While in theory deploying infrastructure on a regional basis should allow for lower

operating costs and water conservation, is there any evidence that these effects

actually occur in reality?

Yes. In his Direct Testimony, Mr. Symmonds compares the operations of Global Water-

Santa Cruz Water Company to that of Valencia Water Company. The Santa Cruz system

was built with Global's regional approach. Whereas Valencia's system was built using the

traditional developer-directed method. Mr. Symmonds shows that Santa Cruz's customers

on average use considerably less water than Valencia's. Also, power consumption per

customer, consumables (chemical, supplies, treatment media) cost per customer, and labor

costs per customer are all substantially less for Santa Cruz than for Valencia.18 This is

clear evidence that the benefits of regional infrastructure are real and are not just

theoretical.

Q- Besides Mr. Symmonds' comparison of Santa Cruz with Valencia, is there further

evidence that Global's regional infrastructure approach results in lower operating

costs and water consumption?
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Yes. Using information available in the 2008 annual reports, I compared Santa CnL1z's

water consumption per customer with that of a sample of other large Arizona water

companies. Additionally, I compared the operating costs of both Santa Cruz and Palo

Verde with those of a sample of other large Arizona water and wastewater companies.

These comparisons show that Santa Cruz's water consumption per customer and Santa

Cruz's and Palo Verde's operating costs are extremely low compared to their peers.

Chart 2 below shows Santa Cruz's 2008 water customer per customer compared to a

sample of Santa Cruz's peers. ,

A.

18 Direct Testimony of Graham Simmonds pages 11 through 15.

16
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Chart 2: 2008 Annual Water Consumption Per Customer in 1000s.
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17 Santa Cruz's per customer water consumption is only 70% of the peer group average. This

18 means that relative to the average consumption Santa Cruz saves 722 million gallons a year

19 (44,000 gallons X 16,370 customers.)
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21 Chart 3 below shows the total operating costs per customer of Santa Cruz and a sample of

22 Santa Cruz's peers.
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Chart 3 clearly shows that Santa Cruz's operating costs per customer are well below most

of its peers. Santa Cruz's operating costs per customer are $62 less than the average of the peer

group. Since operating costs are passed on dollar for dollar to the customers this represents a

significant saving for Santa Cruz's customers.20

21
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26

27

4

18



7

6

8

4

2

3

5

1

Chart 4:

Chart 4 below focuses on the labor costs of Santa Cruz and the peer group.
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18 Chart 4 clearly shows that Santa Cruz's labor costs are significantly below most of its

19 peers.
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23

24
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27

19 Labor Costs are defined as the sum of operating expense accoLmts 601 Salaries and Wages, 604 Employee Pension
and benefits, 630/634 Outside Services/Contract Services, 636 Contractual Services Other, and 659 Insurance
Health/Life. Arizona Water was excluded from Charts 4 and 5 because the layout of its annual report makes
extracting the relevant information difficult.
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1 Chart 5 below shows the Repair and Maintenance expenses of Santa Cruz and the Peer

2 Group.

3 Chart 5: Repairs and Maintenance Expense Per Customer (2008 Annual Report)
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Chart 5 clearly shows that Santa Cruz's maintenance expenses are dramatically lower than

its peers. While it is true that this may partially be attributable to Santa Cruz's relative

youth, it is still quite impressive.21

22

23 Turning to the wastewater industry Chart 6 below shows Palo Verde's total operating costs

relative to a peer group of other large wastewater operations.24
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1 Chart 6
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While not as dramatic as on the water side, Palo Verde's operating costs are below the

average of the peer group. These results are all the more impressive when we consider that

Palo Verde provides reclaimed water on a distributed basis. This is in contrast to the other

20 wastewater companies that produce reclaimed water but do not distribute it to any

21 significant degree, except perhaps to a few select customers. So Palo Verde is able to keep

22 its operating expenses low relative to the peer group even though it provides this

23 significant additional service.
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1 Chart 7 below focuses on labor costs of Palo Verde and its peers and thus is instructive

2 regarding their relative efficiency.

3

Chart 7: Wastewater Labor Costs Per Customer (2008 Annual Rep0rts)20
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Chart 7 demonstrates that Palo Verde's labor costs per customer are low relative to its

peers which indicates that its operations are relatively efficient.

21

22
Q. What do you conclude based on the analysis presented above in Charts 2 through 7?

23
The above analysis demonstrates that Global's contention .- that installing regionally

24
isn't just a

25
scaled infrastructure has inherent efficiency and conservation benefits -

theoretical argument. Global's contention is supported by the facts.
26

27 20 Labor Costs are defined as the sum of operating expense accounts 701 Salaries and Wages, 704 Employee Pension
and benefits,731/734/735/736 Contractual Services

A.
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Q- The above discussion highlights the positive implications of regionally-scaled

infrastructure. But doesn't regionally-scaled infrastructure also have relatively high

capital costs?

Global's position all along has been that the above demonstrated conservation and

efficiency benefits require relatively large plant investments. In some cases those plant

investments must occur in advance of developments building out. In almost all cases these

significant plant investments will be excluded from rate base for a number of years (unless

the Company comes in for rate cases more or less constantly and the Commission allows

in-utilized or under-utilized plant in rate base.) Thus, a company pursuing a strategy of

installing regionally scaled infrastructure is faced with the prospect of making major

investments for which it will not receive any return for a substantial period of time. These

unrecoverable costs are what is known as carrying costs.

Q~ What is the amount of the carrying costs incurred by Global as a result of their

strategy of emplacing regionally based infrastructure?

The carrying costs incurred by Global (net of Global Parents net income) come to

$14,946,406.

Q- You stated above that the Staff did not address the carrying cost issue at all in their

Direct Testimony. Did Staff address the conservation and efficiency issues you

1
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16 A.
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A.

discussed above?

No. Staff' s direct testimony contains no discussion of the conservation and efficiency

benefits associated with the deployment of regionally-scaled infrastructure.

A.
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1 v. The Implications of Staff's Recommendation to Treat 100% of the ICFA Fees

Collected as Contributions.2

3

4 Q.

5

Please discuss why Staffs recommendation to treat 100% of the ICFA fees collected

as contributions is problematic.

6

7

8

9

10

Staff" s recommendation is problematic for at least three reasons. First, as I discussed

above, Staff acknowledges that the ICFA fees could have been used for several purposes

(such as to purchase utilities) but their recommendation focuses exclusively on one

potential use. Second, Staff' s recommendation will leave the Water Utility of Greater

Tonopah ("WUGT") with a negative rate base. Third, StafFs recommendation ignores the

tax effects of the ICFA fees.11

12

13 A. Acquisition Premiums.

14

15 Q- Please describe the acquisitions Global has made since it started utilizing ICFA

16 agreements.

17

18

19

20

21

22

23

24

Global has spent $43,871,802 to acquire the following utilities: West Maricopa Combine,

Sonoran (387 districts), Francisco Grande, CP Water Company, and Balterra Sewer

Company.21 The rate base of each of these utilities was negligible, and in some cases it

was negative, at the time that they were purchased. Thus, the $43,871,802 also

approximates the acquisition premium incurred by Global. Because many of the acquired

utilities had negative rate bases the actual acquisition premium is more than the

$43,871 ,802 cost of the acquisitions. For instance, the acquisition premium associated

with just the Western Maricopa Combine utilities totaled $44,374,498

25

26

27
21 Global also purchased Palo Verde and Santa Cruz but that was prior to its use of ICFAs. The West Maricopa
Combine Consists of Valencia Town Division, Valencia Greater Buckeye Division, WUGT and Willow Valley Water
Company.

A.

A.

24



1 Q. What is an acquisition premium?

2

3

4

An acquisition premium is the difference between the rate base of a utility and the price

paid to purchase that utility. For instance, if a utility has a rate base of $100,000 and it is

purchased for $150,000 the acquisition premium is $50,000.

5

6 Q. Can the acquiring utility earn a return on the acquisition premium?

7

8

9

Typically no. Acquisition premiums are generally not included in rate base during the rate

making process. This means that in the above example the acquiring utility would n e v e r

earn a return on the $50,000.

10

11 Q- Is Global seeking to include the acquisition premiums it paid in the rate base of the

Global Utilities?12

13

14

No. Global is not seeking any adjustment to its utilities' rate bases to account for the

acquisition premiums. This means that Global will n e v e r ham a return on the $43,871 ,802.

15

16 Q- Why did Global pay such a high acquisition premium for the acquired utilities?

17

18

19

20

21

22

23

24

25

26

Developers in that area approached Global Water because they were growing concerned

with the dramatic increase in development activity, the proliferation of analyses of assured

water supplies, and the continued drought. Many of the developers were concerned that

the West Maricopa Combine (which was the parent for the utilities) was not structured to

confront those challenges from a financial or a utility-based approach. West Maricopa

Combine had little financial strength, and no wastewater utilities from which they could

generate recycled water. Global Water negotiated for several months with the then-owners

of West Maricopa Combine. The acquired utilities had little and in some cases negative

rate bases, and their previous owners were not in a position to make the investments in

them necessary to serve future demand. The previous owners were aware that

27

A.

A.

A.

A.
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1 development was coming to their service areas and that made their CC&Ns valuable. They

2 were able to leverage their possession of theCC&Ns into a higher price for their utilities.

3

4 Q-

5

If an acquiring utility were to use "cost-free capital" to offset an acquisition

adjustment would rate payers be harmed?

6

7

8

9

10

11

No. Consider the simple example above where a utility with $l00,000 in rate base is

purchased for $150,000 so that the acquisition premium is $50,000. Suppose that the

acquiring utility used $50,000 in cost-free capital (i.e., a contribution from a developer) to

partially fund the purchase. Since the $50,000 in cost-free capital is totally offset by the

acquisition premium (on which no return can be earned) it is not the case that the acquiring

utility would earn a return on cost-free capital.

12

13

14

Q- Does Staff cite the potential to earn a return on cost-free capital as a reason for

treating ICFA fees as contributions?

15

16

Ms. Jaress is clear that protecting rate payers from the prospect of paying returns on cost-

free capital is the primary driver behind Staff's recommendation to adjust the rate bases of

the Global Utilities downward to account for the ICFA fees.2217

18

19 Q.

20

In formulating their recommendation did Staff account for the substantial acquisition

premiums paid by Global?

21

22

23

24

No. Staff ignores the fact that Global will 1138 earn a return on over $40 million of its

investments in Arizona utilities. Thus, even if ICFA fees were considered to be cost-free

sources of capital the over $40 million in acquisition premiums means that rate payers will

not be paying a return on over $40 million of that cost-free capital.

25

26

27
22 Linda Jaress Direct Testimony, page 13, lines 1 through 6.

26
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A.
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1 B. Negative Rate Base.

2

3 Q. Does Staff's recommendation result in a negative rate base for any of the Global

4 Utilities?

5

6

Yes, Staffs recommendation to strip $9 million out of GT's rate base will leave

GT with a rate base of n e g a t i v e $6.4 mill ion.

7

8 Q. How are utilities with negative rate base handled in a rate case?

9 Typically, when a utility with a negative rate base comes before the Commission for a rate

10 That

11 So for

12

case, its rate base is simply ignored and its rates are set on an operating margin basis.

is, a margin is simply added to its operating costs to obtain its revenue requirement.

a utility with positive rate base the basic revenue requirement fionnula is:

13

14 Revenue requirement = (Rate Base X Rate of Return) + Operating Costs

15

16 But for a utility with negative rate base the basic revenue requirement fionnula is:

17

18 Revenue Requirement = Operating Costs + Operating Margin

19

20 So when rate base is negative the revenue requirement is detennined with no reference to

the rate base or the rate of return on rate base.21

22

23 Q. What is the principal problem associated with utilities that have a negative rate base?

24

25

The biggest problem with a negative rate base is that it destroys the incentive to invest in

utility plant, Since the negative rate base will "eat in " to any investment made in utility

26

27 23 Throughout this testimony "operating costs" includes depreciation, taxes and all other allowable
expenses. Also, "rate base" refers to used and useful plant adjusted for depreciation.

A.

A.

A.
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1 plant, the return on that investment will be degraded or obliterated. For example, suppose

there is a utility with a rate base of negative $100,000 and the utility would benefit from

$50,000 worth of capital improvements. If the utility were to make that $50,000

investment it would receive no return on that investment. This is because the rate base

would still be negative: ($100,000) + $50,000 = ($50,000). Thus, for rate malting purpose

the rate base is still irrelevant and the utility willnever earn a return on the $50,000

investment.

Q_ What does this mean for Global?

A. When Global purchased WUGT, it paid a premium of $31 .7 million above WUGT's then

rate base. As discussed above Global will never earn any return on that acquisition

premium. Since then, Global made $2.6 million of investments in WUGT. Under Staff' s

recommendation Global will never earn a return on that $2.6 million. Additionally, since

Staff' s proposal leaves WUGT with a negative $6.4 million rate base Global will never be

able to earn a returnon the next $6.4 million of investments it makes in WUGT. So in

total under Staff' s recommendation Global will never earn a return on $40.7 million of

investments it made or will make in WUGT.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 A.

21

22

23

24

Q- What is Staff's rationale for adjusting WUGT's rate base into the negative range?

Staff indicates that protecting ratepayers from paying a return on cost-free capital is the

reason why it is adjusting the rate bases of the Global Utilities to account for the ICFA

fees. Staff allocates $9 million of the ICFA fees to WUGT. WUGT's current rate base is

$2.6 million. Netting out Staff' s proposed $9 million adjustment and WUGT's $2.6

million rate base provides a negative rate base of $6.4 million.

25

26

27

28



1 Q-

2

In the current rate case, is there any danger that WUGT might earn a return on $9

million in allegedly cost-free capital?

3

4

5

6

7

8

9

No. Since WUGT's rate base is currently $2.6 million, the most capital of any kind that

WUGT can earn a return on is $2.6 million. So driving the rate base below zero is not

necessary to achieve Staffs goal of preventing rate payers from paying a return on cost-

free capital. To achieve Staff s goal it would only be necessary to drive WUGT's rate base

to zero. In spite of this, Staff recommends saddling WUGT with a $6.4 million negative

rate base even though it is completely unnecessary to achieve Staff' s stated goal. That

Staff would make such an extreme and unnecessary recommendation is disconcerting.

10

11 Q.

12

Did Staff address the significant disincentive to invest created by negative rate base in

their direct testimony?

13

14

15

16

17

18

19

20

21

22

23

24

25

Not really. However, in response to data requests, Ms. Jaress states that "If a utility has a

negative rate base, the Commission allows a reasonable operating margin. Operating

margin is profit and can be calculated as a return on plant. A return would still be earned,

but calculated in a different manner."24 While this statement is true, it misses the point.

The minimal profit related to operating margin would be earned regardless of any new

investment in plant. Thus, in economic terms, the return on investment is zero. In other

words, an investor would not see a single extra dollar in return, even for a $ l million

investment in WUGT. Indeed, Staff witness Crystal Brown concedes that a $1 million

investment in WUGT would not generate any return: "If $1 million was the only

investment in plant, thenStaff would not recommend that the Companyearn arate of

return until such time as the Company's investment in plant exceeded the $6,123,255 in

CIAC."25 Thus, in reality, Staffs recommendation, if adopted, would create a very strong

economic disincentive towards investing in WUGT, or any other utility with a negative

rate base.26

27 24 Staff Response to Global 2.2 I .b.
z5 Staff Response to Global 2.24.b.

A.

A.
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1

2

c . Taxes.

Q. Do the ICFA fees generate tax liabilities?

Yes. The $60 million in ICFA fees received by Global generated $24 million in tax

liabilities.

Q~ Did Staff account for this tax liability when formulating their recommended rate base

adjustment?

No. Staffs rate base adj vestment is based on the pre-tax revenue generated by the ICFA

fees.

Q. Does Staff offer an explanation for why they used the pre-tax revenue generated by

the ICFA fees rather than netting out the taxes when formulating their adjustment?

No. As I stated above, Staff does not even mention the tax liability generated by the ICFA

fees in their Direct Testimony.

Q. Do you believe it is appropriate to ignore the tax liability generated by the ICFA fees

when formulating an adjustment based on those fees?

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

A. No. Staffs stated goal is to protect ratepayers from paying a return on (allegedly) cost-free

capital. Achieving that goal requires on l y  t ha t  t h e  a c t u a l  amoun t of (allegedly) cost-free

capital available to Global be adjusted out of rate base. Since the tax liability associated

with the ICFA fees is 40%, only 60% of those fees are actually available to Global. Thus

Staff' s adjustment should only have been based on at most 60% of the ICFA fees received.

22

23

24

25

26

27

Q. Could the tax liability associated with the ICFA fees been avoided?

For water companies, Capital raised through the traditional CIAC process is generally

considered to be tax-free. So one could argue that Global could have avoided the above

A.

A.

A.
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1

2

3

4

5

6

discussed tax liability by using traditional CIAC instead of the ICFA process. However,

this is a faulty argument for at least two reasons. First, had Global used the traditional

CIAC approach it would not have been able to implement its plan of building plant on a

regional scale. Relying on tax-free CIAC to build plant puts developers in control of the

plant that is built. Providing for the carrying costs of regionally scaled infrastructure and

the acquisition premiums associated with purchasing undercapitalized utilities would not

have been possible with traditional CIAC arrangements. Had Global used the traditional

tax-free CIAC model and not pursued the ICFA option, Global's utilities would have had

all of the problems typically associated with developer-funded plant. Additionally, all of

the demonstrated conservation and efficiency benefits associated with Global's regional

approach to infrastructure deployment would have been obliterated. In short, avoiding the

tax liability associated with ICFAs would also mean avoiding the benefits of regional

infrastructure.

Second, counterfactual arguments (such as Global could have avoided the tax liability had

they done things differently) are generally not accepted in rate making proceedings.

VI. Adjustments to Rate Base.

Q. Have you reviewed Staff's adjustments to rate base?

Yes. In relation to its view on GWR's ICA's, Staff has recommended the imputation of

CIAC on Santa Cruz, Palo Verde and GT.

Q- Do you agree with this adjustment?

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

No. The Company maintains that ICFAs are a financing arrangement at the Parent

Company and should have no impact on the utilities' rate base.

A.

A.
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The Company has not requested the inclusion of any acquisition premiums in rate base as

acquisition of under-capitalized and poorly-run utilities is one of the uses of ICFAs, as

discussed in Mr. HilTs direct testimony. The purchase of the West Maricopa Combine and

387 Domestic Water & Wastewater Improvement Districts was made possible due to the

use of ICFAs. These systems are a perfect example of why utilities need to use regional

planning as opposed to each developer building systems according to its own individual

requirements. GWR could only purchase these companies due to its use of ICFAs.

Stat? s imputation of CIAC effectively triple-hits the respective Company and GWR:

1. The Company has already excluded the inclusion of an acquisition premium, a

burden that could not have been afforded absent ICFAs.

2. There is no recognition of the tax liability incurred in relation to the ICFA fees at

)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

GWR's level.

3. Actual Company expenditures on plant are being removed from rate base, while

other actual costs related to the ICFAs are ignored

It is important to note that this "triple-hit" doesn't even take into account that the parent

company is bearing the majority of the burden of executive costs, public outreach and

education costs related to conservation programs, etc.

25

26

Looldng at WUGT alone, Staffs imputation of CIAC to WUGT totals $9,022,750, almost

twice the total amount of WUGT plant, which is $4,764,593. Due to the illogical

difference in these balances, this seemingly indicates that Staff is essentially ignoring all of

the factors in their entirety in regards to ICFAs in a predetermined effort to impute CIAC.

This imputation also has a significant impact on the factors regarding the consolidation of

West Valley rates, as noted in die extreme disparity in revenue requirement calculation

between the Company and Staff

27



1 VII. Alternatives to Staff's ICFA Recommendation.

2
Q. Has Global's position on the regulatory treatment of the ICFA fees changed since you

filed your direct testimony?
3

4
No. Global continues to believe that the proper regulatory treatment of the ICFA fees is to

leave them out of the rate making process. However, in light of Staff s recommendation

and acknowledging Staff' s concern regarding the ICFA fees, we believe that it would be

helpful to provide the Commission with alternative recommendations to consider.

A. RUCO's Position on ICFAs.

Q- What is RUCO's recommendation regarding the ICFAs?

RUCO witness William A. Rigsby indicates that "ICFA funds that are intended to provide

utility plant that is used to serve new development should be treated as CIAC." Mr.

Rigsby goes on to recommend that the CIAC treatment of ICFA funds should only be

implemented on a going-forward basis because the Commission has made no

determination regarding ICFA fees to date. Thus, RUCO does not recommend any rate

base adjustment based on ICFA fees in this rate case.

Q. Please comment on RUCO's recommendation regarding the ICFA fees.

While I disagree with RUCO's conclusion that the ICFA fees can be tied to plant

additions, RUCO's position is reasonable, relative to the Staff" s position, for two reasons.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

First, RUCO acknowledges, at least implicitly, that directly funding plant is not the only

use of the ICFA funds. Mr. Rigsby is clear that only the funds directly intended to build

plant should be treated as CIAC. Additionally, in response to Global data request 2.2,

RUCO indicated that using ICFA fees to offset acquisition premiums may be appropriate

A.

A.

A.
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and should be evaluated on a case- by-case basis. This is inherently more reasonable than

Staff' s recommendation to treat all of the ICFA funds as CIAC regardless of how they

were used.

Second, RUCO acknowledges that the Commission has made no determination regarding

ICFA fees and thus their recommendation should be implemented on a going-forward

basis only. The ICFA model was adopted as an imitative approach to emplacing

regionally-scaled infrastructure while avoiding the pitfalls of developer-funded

infrastructure. Imposing Staff' s recommendation to deduct 100% of the ICFA fees from

rate base in this rate case would punish Global for being innovative and send the signal to

the industry that innovation has inherent regulatory risks. RUCO's more reasonable

approach of only implementing rate base disallowances on a going-forward basis avoids

these pitfalls.

B. Potential Modifications to Staffs Recommendation.

Q. Why are you offering potential modifications to the Staffs recommendations?

While on the whole Staffs recommendation is rather unreasonable, we acknowledge that

the Commission may be inclined to agree with some aspects of Staff' s analysis. Given

that, it is appropriate to explore potential modifications to Staff' s recommendation that

would lead to a more reasonable result. Given that Staffs principal concern is that the

ratepayers not pay a return on (allegedly) cost-free capital we propose potential

modifications to Staffs recommendation that would limit it to specifically addressing that

concern:

1

2

3

4

5

6

7

8
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13
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23

24
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26

27

Since Global will never earn a return on

any of the acquisition premiums it has paid, netting the amount of those premiums (or

some portion of those premiums) out of any rate base adjustment would not affect Staff' s

Nett ing out  the acquisit ion premiums:

A.
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Total ICFA Fees Received $60,084,123

Tax Liability Generated by the ICFA fees $24,057,683

Total Acquisition Premiums Paid $43,871,802

Global Parent annual expenses not allocated
to utilities

$3,930,676

1

2

3

4

stated goal of preventing rate payers from paying a return on allegedly cost-free capital.

This could be done in two ways. First, it could be done on a system-wide basis whereby

the total amount of Global's acquisition premiums are nettedagainst the post-tax ICFA

fluids before any rate base adjustment is calculated. Alternatively, it couldbe done on a

system-by-system basis whereby the acquisition premiums associated with specific utilities

could be netted against the post-tax ICFA funds allocated to those utilities.

5

6

7

8

9

10

As I discussed above the ICFA fees generated a

significant tax liability. Since Global is unable to use amounts paid in taxes for any

purpose, any adjustment to rate base resulting from the ICFA fees must start from the

post-tax amount of the ICFA fees.

Netting out the tax liability:

11

12

Staff acknowledges that the ICFA revenues are

offset by GWR's expenses. Thus, any adjustment to rate base based on the ICFA

fees should be offset by the GWR expenses (or at least some portion of those

expenses) that were not allocated to the utilities.

Nettingout GWR level expenses:
13

14

15

16

17

18

19

20

21

22

23

24

The following table shows the total amount of ICFA fees collected, the tax liability

generated by those ICFA fees, the total of the acquisition premiums paid by Global and the

amount of GWR expenses that were not allocated to the utilities.
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27
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1 Q- Do you have any further comments on Staff's recommendation?

In allocating the ICFA revenues to the Global utilities in order to determine its

recommended adjustment, Staff excluded the ICFAs related to HUC because that utility is

not involved in this rate case. However, the ICFAs related to Francisco Grande and C.P.

Water which are also not included in this rate case were not excluded from Staff' s

adjustment. Since neither Francisco Grande or C.P. Water are participating in this rate

case ICFA fees related to them should be excluded in any adjustment made based on

Staff' s recommendation.

VIII. Cost of Capital.

A. Cost of Equity.

Q- Have the Global Utilities' position on the cost of equity changed since you filed your

Direct Testimony?

2
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No. We continue to maintain that there is no need to conduct a full and detailed cost of

equity analysis for this case. As I stated in my Direct Testimony:

Developing an independent cost of equity recommendation is a time consuming and

expensive task. Arguments regarding return on equity can also take up a considerable

amount of time at a hearing. Such lengthy arguments are costly both in terns of dollars

for the Global Utilities and in terms of time for Global Water personnel attending the

hearing. The Commission, Staff, the Hearing Division, and interveners also bear a

burden in terms of time and dollars from lengthy arguments in a hearing and in

developing pre-filed testimony. Usually, the utility's costs of that analysis and debate are

returned to the utility as 'rate case expense' ...- borne by customers.

A.

A.
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1

2

Thus, the Global Utilities decision to not provide a full cost of capital analysis is based on

a desire to simplify the case and reduce the time and expense for all pa1'ties.26

We continue to believe that our recommended 10% cost of equity is appropriate for this

case.

Recent Staff recommendations on coat of equity for wastewater companies are in line with

our recommendation. For example, on September 21, 2009 Staff issued testimony in the

Black Mountain rate case (Docket No. SW-02361A-08-0609) that is consistent with our

requested 10% cost of equity. Additionally, Staff is recommending a 10% cost of equity in

the ongoing Arizona Water Company rate case (Docket No. W-01445A-08-0440.) Also,

on October 21, 2009 the Commission issued Decision No. 71308 in the Chaparral City

Water Company rate case which adopted a 9.9% cost of equity.

Given that recent Staff recommendations and Commission Decisions are in line with our

original recommendation, there is no reason for the Global Utilities to change their

position on the cost of equity at this time.

Q- Please discuss Staff's position on the cost of equity laid out in the Direct Testimony of

3
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A.

Ms. Jaress.

Ms. Jaress has taken a reasonable position on the cost of equity. Staff recognizes that

typically arguments surrounding the cost of equity generate significant expenses and take

up a considerable amount of time during the hearing process. Ms. Jaress also points out

that recent Commission Decisions and Staff recommendations are in line with the Global

Utilities' recommended cost of equity. Staff acknowledges that the fundamental analysis

used to determine the cost of equity is the same regardless of which utility that analysis is

25

26

27
26 Rowell Direct pages 27 and 28.



1

2

applied to. Therefore, conducting that analysis for Global will yield little if any new

insight into the Global Utilities' cost of equity.

3

4 Q- Please discuss RUCO's position on the Cost of Equity as laid out in the testimony of

5 Mr. Rigsby.

6

7

8

9

Mr. Rigsby has conducted a traditional cost of equity analysis whereby he applies the

Discounted Cash Flow ("DCF") and the Capital Asset Pricing Model ("CAPM") to a

sample of utilities. The results of these models are averaged to come to RUCOs's

recommended cost of equity of 8.01 %.

10

11 Q, Will the Global Utilities counter RUCO's analysis by developing its own cost of equity

12 analysis?

13 A.

14

15

16

17

18

19

As discussed above, the Global Utilities initially elected not to perform a full cost of equity

analysis in order to save itself; the Staff, the Commission and RUCO the expense of

contesting the cost of equity issue. Given that recent Staff recommendations and

Commission decisions are consistent with Global's initial cost of equity recommendation,

and in light of the Staff's recommendation in this case, we do not believe it is necessary to

deviate from our original strategy. Therefore, we will not be countering Mr. Rigsby's

analysis with a full blown cost of equity analysis of our own.

20

21 Q. Do you have any comments of Mr. Rigsby's testimony?

22

23

24

25

26

I have reviewed Mr. Rigsby's testimony and find it consistent with previous RUCO

testimony. Given the above discussion I do not believe that a point-by-point rebuttal of

Mr. Rigsby's testimony is necessary or appropriate. I will only point out that RUCO's

recommended cost of equity is well below that recommended by Staff in this and other

recent water and wastewater rate cases. RUCO's recommended cost of equity is also less

27

A.

A.
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1

2

than that approved by the Commission in Decision No. 71308 in the Chaparral City Water

Company rate case issued on October 21 , 2009.

3

4 B. Capital Structure and Cost of Debt.

Q- Please discuss Staff's recommendations regarding the capital structures of the Global

A.

Utilities.

Staff accepts the Global Utilities' recommended capital structures for Palo Verde and

Santa Cruz. For Willow Valley, Valencia - Town Divisions and Valencia - Greater

Buckeye Division Staff recommends hypothetical capital structures. Ironically, Staff basis

their recommendation to adopt hypothetical capital structures for these companies on the

acquisition premiums paid for them by Global.

Q- Why do you believe it is ironic that Staff would use the acquisition premiums paid for

these companies as a basis for adopting a hypothetical capital structure?

5

6

7

8

9

10

11

12

13

14

15

16 A. As I discussed in the ICFA section of my testimony, in Staff s discussion of the ICFA

issue they chose to completely ignore the significant acquisition premiums paid by Global

for these utilities. Yet when discussing capital structure, Staff relies on the acquisition

premiums to justify their position.

Q- Please discuss RUCO's recommended capital structures for the Global Utilities.

17

18

19

20

21

22 A. Mr. Rigsby has developed a composite capital structure based on the combined amounts of

long-term debt and equity of the six utilities involved in this rate case. This provides a

capital structure of 37.89% debt and 62.11% equity. RUCO also recommends a composite

cost of debt of 6.44% based on the weighted average of the six utilities' costs of debt.

23

24

25

26

27
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Company Cost of Capital
Global Direct

Cost of Capital
Global Rebuttal

Difference

Valencia - TD 9.24% 8.65% 0.59%
Valencia -GBD 9.72% 8.65% 1.07%
WUGT 9.94% 8.65% 1.29%
Willow Valley 9.24% 8.65% 0.59%

Q. Do you agree with Staff and RUCO's recommendation to adopt a hypothetical capital

structure?

1

2

3

4

A. I could take issue with both the methodologies used and the results obtained by Staff and

RUCO. However, in the spirit of compromise, the Global Utilities will accept RUCO's

recommended cost of debt and capital structures for Willow Valley, Valencia -- Town

Division, Valencia .- Greater Buckeye and WUGT.

Q. Why is Global not also accepting RUCO's recommended cost of debt and capital

structure for Palo Verde and Santa Cruz?

We are accepting RUCO's costs of debt and capital structure as a compromise position.

Adopting RUCO's cost of debt and capital structure along with Global's recommended

cost of equity would result in an increase in the overall cost of capital for those utilities

relative to our original request. Thus, including those utilities would not be a compromise

and would rightly be considered to be self-serving. Therefore, for Palo Verde and Santa

Cruz we continue to recommend the adoption of the capital structure, cost of debt and cost

of equity as laid out in my Direct Testimony.

Q. What is the effect of adopting RUCO's cost of debt and capital structure on the

relevant utilities?
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The compromise we are presenting here results in reductions to the utilities' overall costs

of capital is shown below:

A.

A.
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1 1. Introduction.

2

3

4 A.

Q- What is the purpose of your testimony?

This testimony compares Global's proposal to consolidate the rates of WUGT, Greater

Buckeye and Town Division with the criteria laid out by Staff in Docket No. W-10303A-

08-0227. My testimony also responds to Staffs and RUCO's recommendations to reject

the consolidation proposal. Finally, I show the impacts on typical residential customers of

the consolidation proposal.

11. Staffs Rate Consolidation Criteria.

Q. Since filing your direct testimony has anything been filed with the Commission that is

relevant to Global's consolidation idea?

Yes, on March 13, 2009 Mr. Elijiah O. Abinah filed surrebuttal testimony on behalf of

Staff in the Arizona-American rate case (Docket No. W-10303A-08-0227) which directly

addressed the concept of rate consolidation. In that testimony Mr. Abinah laid out a list of

criteria that should be considered when evaluating a rate consolidation proposal.

Q- How does Global's proposal for consolidation of the West Valley utilities compare to

Staffs criteria laid out in Mr. Abinah's testimony?
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A. I believe Global's proposal compares quite favorably with Staff" s criteria. Staff

listed the following criteria for evaluating consolidation proposals :

Public health and safety•

Proximity and location

Community of interest

Economies of scale/rate case expense

Price shock/mitigation

A.
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1 •

2 •

Public policy

Other jurisdictions

Q- Please discuss the public health and safety factor.
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A.

22
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24

25

26

27

Staff presents a hypothetical example of a small utility that needs to substantially upgrade

its system in order to "alleviate health or public safety issues such as water quality." Staff

points out that with few customers to bear the costs of such an investment, the rate increase

associated with such improvements could be quite large for the individual customers of the

small utility. However, if the small system were consolidated with one or more other

systems the rate impact would be mitigated because the cost of the necessary investments

can be spread across many more customers! Staffs hypothetical example is remarkably

similar to the actual circumstances faced by Global's West Valley utilities. Water Utility

of Greater Tonopah ("WUGT") has a small number of customers (about 350). The

WUGT systems have required substantial upgrades, including arsenic and fluoride removal

systems, and other infrastructure mandated by Commission decisions (Ag. a secondary

water source for WUGT's Sun Valley system). Without consolidation, rate recovery for

these improvements falls entirely on these few customers. Combined, the three West

Valley utilities have 6,000 customers, and the infrastructure costs can be spread across this

larger customer base.

Staff also states that "One of the most valuable outcomes of consolidated rates is that it

allows the purchase of these systems by larger, more stable companies who can in tum

spread this investment over a much larger customer base."2

point, rate consolidation makes the purchase of small utilities much more attractive

because it avoids the rate shock problems associated with making necessary upgrades to

small systems.

We agree with Staff on this

1 Surrebuttal Testimony of Elijah O. Abinah, Docket Nos. W-01303A-08-0227 et al., page 9 line 26.
2 Ibid, page 9, line 2.
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1 Q. Please discuss the proximity factor.

2

3

4

5

6

7

8

9

10

11

12

Staff believes that proximity is an important but not necessary factor in evaluating a

consolidation proposal. Additionally, Staff believes that physical interconnection should

be required when technically and financially feasible. Valencia's Greater Buckeye

Division and Town Division are both located in or near Buckeye in the West Valley.

WUGT's service territory is located in Tonopah about twenty miles west of Buckeye. All

three of the utilities are served by operators from Global's west valley regional center in

Buckeye.. So the three utilities are in the same general area and share the same employees.

While these three utilities are in relative proximity to each other, interconnection of their

systems is not technically or financially feasible. In fact, there are separate public water

systems within each utility that are not physically interconnected. Interestingly the rates of

the separate public water systems within each utility are consolidated.

13

14 Q. Please discuss the community of interest factor.

15

16

17

18

19

20

21

Staff indicates that consideration of a "community of interest" should also influence

decisions regarding consolidation. For instance, Staff suggests that whether die relevant

"districts/systems have a common interest such as, schools, hospitals, recreational parks,

churches, etc."3 should be considered when deciding whether those systems should be

consolidated. A community of interest exists amongst the three utilities' service areas as

they use common recreational and medical facilities. In fact, most amenities (other than

schools) require travel into the Buckeye area (or even further into the Phoenix metro area.)

22

23 Q. Please discuss the economies of scale / rate case expense factor.

24 A.

25

26

Staff asserts that the potential for economies of scale in rate case expense and other areas is

a factor to consider when evaluating consolidation proposals. There are definitely

economies of scale associated with these three utilities. In terms of rate case expense,

27

A.

A.

Ibid, page 9, lines 16-20



1

2

3

4

putting together one consolidated set of rate case schedules instead of three separate ones

would save a considerable amount of time and effort. This reduction in time and effort

applies to the Staff and interveners as well as the utility. My experience assisting Global

personnel putting this rate case filing together allows me to testify from first-hand

knowledge that consolidating these three systems would result in a significant reduction in

time and effort in iiiture rate cases. In addition to rate case expense, these three utilities

achieve economies of scale in operations as well. As I stated above, all three of the

utilities are served out of Global's west valley regional center in Buckeye.

Q- Please discuss the price shock / rate mitigation factor.

5

6

7

8

9

10

11

12

13

14

A. Staff posits that the potential for price shock and mitigation efforts should be considered

when evaluating consolidation proposals.4 Global's consolidation proposal will

substantially mitigate the impact of the rate increase on WUGT's customers while having a

much less dramatic effect on Valencia - Greater Buckeye Division's and Valencia's .-.

Town Division's customers. See section IV below for further discussion of this topic.

Q. Please discuss the public policy factor.

15

16

17

18

19

20

21

22

23

24

25

26

27

A, Staff asserts that public policy considerations should be considered when evaluating

consolidation proposals. Specifically, Staff cites three "key public benefits" arising from

rate consolidations and all three of these benefits apply to Global's current proposal:

1. The opportunity for efficient consolidation of small troubled water

companies, some of which may be some distance from other companies'

current foot print.

4 Ibid page 10 lines 4-22.
5 Ibid page ll lines 1-13.
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1

2

The three utilities involved were all undercapitalized and in need of improvements when

purchased by Global. Rate consolidation will promote future consolidation of similar

3 systems.

4

5

6

7

8 3.

9

10

11

12

13

The ability to minimize severe price shocks experienced by one or two

communities as a new facility or major upgrade is undertaken.

Global's consolidation proposal is specifically intended to mitigate the rate shock for

WUGT's customers (discussed further below.)

Improving the effectiveness of certain key programs such as low income

tariffs by including resources from across the state.

Global's proposed low income tariff (discussed in the Rebuttal Testimony of Mr.

Symmonds) is designed to operate across all the Global Utilities. Therefore, it will be

largely unaffected by the outcome of the rate consolidation proposal. Without cross-utility

subsidies, the low income tariff would be untenable for smaller utilities like WUGT.

14

15

16

Also, Global's tiered rate structure will be easier to administer and educational material

will be easier to prepare and disseminate with one set of rates rather than three.

17

18

19

20

While it was not specifically identified as a public policy factor by Staff, Global believes

that in cases where the utilities rely on a common aquifer and must jointly coordinate water

use there is a strong public policy factor supporting consolidation.

21

22 Q. Please discuss the other jurisdictions & municipalities factor.

23 A.

24

Staff suggests that examining other jurisdictions' treatment of rate consolidation is

appropriate.6 The issue of rate consolidation for water utilities has been reviewed by

25

26

27
6 Ibid page ll lines 15-16.

2.

5



1 NARUC and in 2005 rate consolidation was adopted as a "best practice" by the NARUC

board of di1°ectors.72

3

4 Q.

5

Are there other aspects of the Arizona-American rate case that are relevant to

Global's consolidation proposal?

6 A.

7

8

9

10

Yes. In its Decision in the Arizona-American docket the Commission specifically

recognized the benefits of rate consolidation and held the docket open to allow for a

discussion of rate consolidation. Also, Staff was directed to propose at least one

consolidation proposal in Arizona-American's "next rate case." This shows a clear and

positive interest in consolidation by the Commission. Therefore, the issue should be given

due consideration in this case.11

12

13 111. Response to Staff's and RUCO's Direct Testimonv.

14

15 Q- Please discuss Staff's position on Global's rate consolidation proposal.

16

17

18

19 Under Global's recommended revenue

20

21

22

23

24

Staff' s rejection of the consolidation proposal stems from Staff' s recommended revenue

requirements for the three utilities. Staff states that: "A benefit of that subsidization can be

that spreading costs among the customers of larger systems helps to mitigate a significant

rate impact to customers of smaller systems."8

requirements the consolidation proposal would have this benefit: WUGT's (the smallest of

the three companies) 240% stand-alone revenue increase would be significantly mitigated

through consolidation with Valencia's Greater Buckeye and Town Divisions. But under

Staff' s recommended revenue requirements (which strip WUGT of its rate base), WUGT

actually receives a revenue decrease. Under Staff' s proposed revenue requirements

25

26

27

7 Resolution Supporting Consideration of Regulatory Policies Deemed as "Best Practices ", Sponsored by the
Committee on Water, Adopted by the NARUC Board of Directors, July 27 2005. Available at:
http://www.naruc.org/Resolutions/BestPractices_s0705.pdf.
8 Direct Testimony of Crystal Brown, page 29 lines 21-22.

A.
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1

2

3

4

5

6

Global's consolidation proposal would result in WUGT and the Greater Buckeye Division

subsidizing the Town Division (the largest of the three companies). Since Staff did not file

a consolidated rate design, we cannot determine the extent of such subsidization.

However, if Global's revenue requirement (or a similar revenue requirement) is adopted,

the rate consolidation of WUGT, Greater Buckeye and Town Division would provide the

benefits that Staff recognizes.

7

8 Q- What is RUCO's position on Global's rate consolidation proposal?

9 A.

10

11

12

13

14

RUCO opposes the consolidation proposal because they believe that the small number of

WUGT customers implies that there will likely never be an opportunity for reciprocity.

That is, RUCO believes that it is unlikely that WUGT customers will ever subsidize

Greater Buckeye and/or Town Division plant additions in the future.9 In other words,

RUCO is opposed to consolidation where the goal is to "to mitigate the rate increase of the

smaller system by having the larger system pay more than its fair share."10

15

16 Q- How do you respond to RUCO's position on the consolidation proposal?

17

18

19

20

21

22

23

First, I am unaware of the potential for future reciprocity being used to evaluate

consolidation proposals. Staff does not cite the potential for reciprocity as a factor in

evaluating consolidation either in thiscase or in the Arizona-American testimony

discussed above. Generally, the point of consolidation is for larger systems to subsidize

smaller ones. In an environment where growth is static, the smaller systems would never

be in a position to subsidize the larger ones. Thus, if the potential for reciprocity is a

determining factor, almost all consolidation proposals would be rejected.

24

25

26

27 9 Rate Design Testimony of William A. Rigsby, page 4 line 21 .
10 Rate Design Testimony of William A. Rigsby, page 5 lines 14-16.

A.
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1

2

Second, the WUGT system has a greater potential for growth than Greater Buckeye and

Town Division. The Belmont (and other) developments are located within WUGT's

CC&N area. These developments could bring substantial customer growth to WUGT over

the next decade. The Commission recognized the potential for growth in WUGT's service

territory in Docket No. W-02450A-06-0626. Additionally, the Town Division is land

locked and thus has no potential to extend its CC&N boundaries. The Greater Buckeye

Division does have some growth potential but current projections indicate substantially

more growth in WUGT's service territory. If, as expected, WUGT's customer base grows

at a faster rate than Greater Buckeye's and Town Division's it will eventually catch up to

their customer levels. Thus, at some point in the iiuture, WUGT may be in a position to

provide a subsidy to Greater Buckeye and Town Division.

IV. Impacts of the Consolidation Proposal.

I

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q. Has Staff provided an analysis of the customer impact of the consolidated rate

proposal?

25

26

Not really. At Page 9 of her Direct Testimony, Staff witness Crystal Brown presents a

table showing Staff' s recommended percent increase under consolidated rates to be

45.72% for each of the three utilities. This 45.72% increase under consolidated rates does

not demonstrate the actual customer impact for each system or the overall revenue increase

for each system. The 45.72% is Me overall required increase in revenues for all three

utilities combined Thus, Staffs analysis does not demonstrate the actual impact to

customers of any of the utilities under consolidated rates, nor if there is any derived benefit

or detriment from consolidating rates. Consolidated and unconsolidated rate designs

would need to be developed in order to perform an actual comparison of rates. This rate

design comparison is necessary to truly see each company's average customer bill impact

27

A.

8



Present Rates Unconsolidated
Increase

Unconsolidated %
Increase

Town Division $29.64 $10.33 34.9%

Greater Buckeye $40.94 $10.67 2 6 . 1%

WUGT $47.62 $52.21 109 .6%

1

\
to determine if there is or is not reasonable benefit derived from the implementation of

consolidation.

Q- Has Global developed consolidated and unconsolidated rate designs that can be used

for comparison purposes?

Global did provide such comparative rate designs with its Direct Testimony (see Schedule

H-4.) The following tables summarize the impact of Global's requested rate increase on

residential customers (5/8" meters) with average consumption with and without

consolidation. Table l shows the rate impact on the three companies without

consolidation:

Table 1 Rate Impact 5/8"Residential Customers No Consolidation"

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

As can be seen, GT's customers will experience a substantial rate increase absent

consolidation.

22

23

24

25

26

27

A.

11 Source: Schedule H-4 Typical Bill Analysis



Present
Rates

Consolidated
Increase

Consolidated %
Increase

Town Division $29.64 $15.1 50.9%

Greater Buckeye $40.94 $18.95 46.3%

WUGT $47.62 $7.62 16.0%

Consolidate Rate
Increase

Unconsolidated Rate
Increase

Difference

Town Division $15.10 $10.33 $4.77

Greater Buckeye $18.95 $10.67 $8.28

WUGT $7.62 $52.21 ($44.59)

Table 2 below shows the rate impact on the three companies with consolidation:1

2

3

4

Table 2 Rate Impact 5/8"Residential Customers With Consolidation

So with consolidation the impact on GT's customers is mitigated substantially.

Table 3 below shows the difference between the consolidated and unconsolidated rate

designs:
Table 3 Difference Between Consolidated and Unconsolidated

Increases for 5/8"Residential Customers

Table 3 shows that the benefits to each WUGT customer from consolidation far exceed the

costs of each Greater Buckeye and Town Division customer.

Q. Please summarize your testimony.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

My testimony demonstrates that Global' proposed rate consolidation proposal should be

approved based on Staff' s proposed criteria for evaluating such proposals. I have

explained that Staffs rej action of the proposal is a result of Staff" s proposed revenue

requirement (which strips WUGT of its rate base - a point we contested in our Rebuttal

A.

10



testimony12) and not a result of any problems inherent in the rate design proposal itself. I

have also explained that RUCO's use of potential reciprocity as a criterion for evaluating

consolidation proposals would result in the rejection of almost all such proposals.

However, WUGT's potential for relative growth means there is a potential for reciprocity

in this case. Finally, I have shown that consolidation's benefit to each WUGT customer

far exceeds the cost to each Greater Buckeye Division and Town Division customer. For

all these reasons Global continues to recommend that its proposed consolidation of

WUGT, Greater Buckeye and Town Division be approved by the Commission.

Q- Does this conclude your rate design testimony?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes.

27
Hz See Rebuttal Testimony of Matt Rowell, 20 November 2009

A.
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1. Introduction

Can you outline your rejoinder testimony?

In this testimony, I respond to Staff' s treatment of ICFA revenues, and their assertion that

ICFA revenue funded plant. I speak to the taxation issue and rebut Ms. Jaress' assessment

that Palo Verde and Santa Cruz have higher plant/connection metrics than do other

utilities.

Staff's Treatment of ICFAs

Have any additional implications of Staff's recommendation regarding ICFA fees

come to light since your Rebuttal Testimony was filed?

Yes. In response to Global's Data Request 3.3, Staff indicated that their recommendation

not only excludes $17,591 ,2041 of investment from Palo Verde's and Santa Cruz's rate

base in this case, it also intended to exclude the $32,391,318 Global invested in the

Southwest Maricopa region from future rate base treatment. As I discussed in my Direct

Testimony, the Soudiwest plant was built in order to comply with Commission Decision

No. 68448 and it now sits unused. Global voluntarily excluded this plant from rate base

consideration in thisrate case. Because of this Staff netted the Southwest plant investment

out of its recommended rate base disallowance. It is now clear that Staff intends to extend

its recommended disallowance to the Southwest plant in a future rate case.

Q~ What are the implications of Staffs intent to preclude rate base treatment of the

Southwest plant in a future rate case?

1

2

3 Q.

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23
A.

24

25

26

27

Essentially this means that the total effect of Staff' s recommended disallowance for Palo

Verde and Santa Cruz is not just $17,591,204 but is $49,982,522 It also means that under

Start' s recommendation not only is Global not earning a return on the Southwest plant

1 See page 14 lines 17 and of Direct Testimony of Lind Jaress. Staff recommends rate base reductions of
$10,991,128 for Palo Verde and $6,600,076 for Santa Cruz.

!
I

I

II.

Q.

A.

1



1

2

3

4

now, but that Global will never earn any return on that plant. In short, Staff

recommendation is that Palo Verde andSanta Cruz bear not only the carrying costs of this

plant forever, rather than until it is placed into rate base, and that Palo Verde and Santa

Cruz also bear the original cost of the plant.

Do you have any general comments on Ms. Jaress' Surrebuttal Testimony?

Ms. Jaress' Surrebuttal Testimony does not address the primary flaw in Staff's analysis of

the ICFAs. As I stated in my Rebuttal Testimony, Staff has concluded that there are

several potential and actual uses for the ICFA fees but Staff recommends treating these

fees as if they were all used for one purpose: funding plant. Thus there is a fundamental

disparitybetween Staffs analysis and its recommendation. Ms. Jaress' Surrebuttal

Testimony does not dispute that this disparity is real. Ms. Jaress' Surrebuttal Testimony

reconfirms Staff' s belief that the ICFA fees could have been used for multiple purposes but

does not attempt to reconcile this fact with Staff s recommendation to treat all of the ICFA

fees as if they were used for one ptupose. In fact, Ms..caress characterizes Staff' s

conclusion that the ICFA fees were used as plant as an assumption

Q. Ms. Jaress points out that equity financing is "the most expensive form of financing

plant" and raises protecting rate payers from this expensive form of financing as an

additional reason for treating the ICFA revenues as contributions.3 Do you find this

argument persuasive?

5

6 Q-

7 A.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 A.

23

24

25

26

27

No. It is true that the Global Utilities have relatively high equity balances. However,

Global has agreed to hypothetical capital structures for the utilities involved in this rate

case so rate payers will not be impacted by these high equity balances. Global's

acceptance of the hypothetical capital structures alleviates the impact of the relatively high

2 Jaress St at p. 2 line 1
3 Id. at p- 2 line 3-5

2



cost of equity. Thus, treating ICFA revenues as contributions is not necessary to "protect

the ratepayer from uneconomic financing of plant"4 as Staff suggests.

111.

Q.

Staffs treatment of Taxes and Expenses associated with ICFAs

Please comment on Ms. Jaress' explanation ofwhy Staff does not recognize the tax

liability generated by the [CFA revenues.5

1

2

3

4

5

6
A.

7

8

9
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22
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24

25

26

27

Staffs analysis of the tax liability issue is flawed for several reasons. First, Ms. Jaress

implies that an LLC's earnings only generate a tax liability when the LLC's members do

not have "offsetting tax losses." This is simply not true. LLC earnings generate a tax

liability for the members whether there are other offsetting tax losses or not. Further, and

more importantly, the discussion regarding corporate structure is irrelevant to the subject at

hand (the treatment of the tax liability generated by the ICFA revenues.) Irrespective of

how Global Parent is organized the ICFA revenues generate a tax liability (and Staff does

not dispute that.) If Global Parent were organized as a corporation rather than as an LLC

the ICFA revenues would still generate a tax liability. Irrespective of the corporate

structure, the tax liability generated by the ICFAs means that a significant portion of the

ICFA revenues received is not available to use for any purpose other than to cover the tax

liability. I understand that the tax liability generated by a regulated entity organized as an

LLC is generally not recognized by the Commission for ratemaking purposes. However,

the discussion above does not pertain to that point. Rather, the issue at hand is what

portion of the ICFA revenues received were actually available to be put to use. And if we

are discussing Ms. Jaress' belief that all ICFA revenue went to fund plant, then she must

use the actual dollars.

old. atp.2line4
old. atp.4-5
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Q- But does not Ms. Jaress also argue that there would be no tax liability had the ICFA

revenues been treated as traditional contributions?

Ms. Jaress may be correct on that point, if the IRS agrees that ICFA fess may qualify for

the tax-free status of traditional water and wastewater contributions. At this point, we

simply don't know what the IRS would do in that situation. However, relying on

traditional contributions would have made Global's strategy of building plant on a regional

basis impossible to implement. This point is addressed iiirther in Mr. HilTs Rejoinder

Testimony.

Q, At page 5 of her Surrebuttal Testimony Ms. Jaress summarizes the problem with the

ICFA arrangement. Please comment.

1
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27

Ms Jaress states as follows: "The problem with this arrangement is that after the ICFA

revenues flow through the income statement and become net income, Global Parent invests

the net income into the Global Utilities as equity and has asked the Commission to allow a

10 percent return on that equity. If the Commission allowed that return, ratepayers would

be paying a 10 percent return on cost-free capital." (Emphasis added.) As I stated in my

Rebuttal testimony, Staff concedes that only the portion of the ICFA revenues that remains

after the revenues flow through the Global Parent's income statement are available to the

utilities. In spite of this open acknowledgement Staff s recommendation assumes that all

of the ICFA revenues are available to the utilities. Further, Staff acknowledges that the

ICFA revenues could have been used for purposes that do not add plant and that do not

generate any return (such as covering the acquisition premiums of purchased utilities.) Yet

Staff continues to argue that ratepayers will be paying a return on all of the ICFA revenue

if their recommendation is not adopted. Finally, Global's acceptance of hypothetical

capital structures ensures that ratepayers will not be paying a 10% return on equity injected

into the utilities by Global Parent.

A.

A.

4



Q. In discussing Global's purchase of WUGT Ms. Jaress states that "The Commission

has never indicated that the acquisition of small water companies should be rewarded

by allowing a return on plant paid for with cost-free capital."6 Is Global seeking to be

rewarded by receiving a return on cost-free capital?

A. No. The significant acquisition premium paid for WUGT and the other West Maricopa

Combine ("WMC") utilities ensures that Global will not am a return on a significant

portion of its investment in those utilities. In other words, whether the source of capital

used to fund the acquisition of the WMC utilities was cost-free or not, Global will not be

earning a return on it.

I

In addition, Ms. Jaress is not correct to assume that there is "plant paid for with cost-free

capital" related to the WMC acquisition. In fact, there is no plant at all in the areas

covered by the WMC-related ICFAs. Moreover, the original cost of the WMC assets did

not change simply due to the closing of the WMC acquisition or the receipt of the related

ICFA funds, as Staff concedes.7

Q- At page 15 of her Surrebuttal Testimony Ms. Jaress argues that Global did not use

"cost-free capital" to finance the purchase of the WMC. How do you respond?

1

2

3

4

5

6

7
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19 A.
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23

24

25

26

27

Here Ms. Jaress relies on Global Parent's 2008 annual audited financial statements. Based

on information contained on page 19 of that report she concludes that the purchase of

WMC was financed with debt. Ms. Jaress' interpretation of that document is incorrect as

the WMC purchase was not debt financed and financial statements do not state that it was .

Additionally, on the same page of the financial statements it is stated explicitly that the

ICFA fees were used to finance the WMC purchase. It should be noted that these financial

statements are audited by Global's independent auditors. Thus, the independently-audited

e ld. at p- 8-9
7 See Staff Response to Global Data Request 2.24.A



financial statements in this case prove that the ICFA fees were used to finance the purchase

and Ms. Jaress overlooks that fact to reach her conclusion.

Further along on page 15 of her Surrebuttal Testimony Ms. Jaress argues that Global

has failed to identify the expenses and costs that should offset the ICFA fees. How do

you respond?

My discussion in Rebuttal Testimony of the expenses that should offset the ICFA fees was

not a forma proposal but rather was a reaction to Staffs open acknowledgement that only

the portion of ICFA fees that are not offset by Parent Level expenses are available to the

Utilities. I discuss this issue above in this Rejoinder Testimony and at length in my

Rebuttal Testimony.

Q. Can you please clarify this issue of Parent Level expenses?

Yes. Staff removes all ICFA fees from Global Parent revenues and imputes them as

CIAC, but effectively leaves all expenses at the Global Parent, many of which would be

borne by the utilities if Global parent wasn't carrying them.

For example, as shown in Global Parent's 2008 financial statements (pg 38 column 4),

GWR had $11.26 million of expenses in 2008, of which $2. la million were public offering

costs that Global has agreed never to impute to its utility customers, leaving up to $9. la

million of expenses which could have been passed down to the utilities were it not for the

revenue provided by the ICFAs. This example only considers 2008, similar expenses were

borne by Global Parent in previous years as well.

1

2

3

4 Q.

5

6

7 A.

8

9
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14 A.
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24 Q-

25

26 A.

27

Why did the Company focus its arguments on carrying costs and acquisition costs

rather than these parent level expenses?

Perhaps naively, the Company focused on acquisition costs and unrecovered carrying costs

related to investment in regional plant because they are not as apparent as the actual Global

6



Parent expenses which are provided in the financial statements. The Company attempted

to focus on the issues it thought would be debatable, not the basic information provided in

the financial statements which had not been questioned at any point. Simply put, these are

the hard costs which have been accounted for at Global Parent. Thus these are costs that

were carried by Global Parent.

Q. What has Staff done with these expenses?

Staff has ignored all expenses borne by Global Parent, although they have removed

essentially all of Global Parent's revenues. This unbalanced adjustment will cause great

hardship on Global Parent and the utilities.

Iv.

Q-

Plant per Connection Metrics

In your rebuttal testimony you presented several charts that demonstrate the lower

operating costs of Palo Verde and Santa Cruz relative to a sample of other Arizona

water and sewer utilities. Ms. Jaress counters this analysis by pointing out that that

the Global UtilitieS have high plant values relative to other Arizona utilities.8 How do

you respond?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17
A.

18

19

20

21

22

23

24

25

26

27

I believe that Ms, Jaress' analysis on this point is flawed. Ms. Jaress contends that plant is

the "largest component of service and the largest cost component of regional planning."9

If Ms. Jaress is implying here that plant has a greater impact on revenue requirement (and

thus customer rates) than operating costs then she is incorrect. Typically, operating costs

are a larger component of the revenue requirement than the return on plant. Since

operating costs are recovered on a dollar for dollar basis and plant is only afforded a return,

operating costs have a much greater impact on rates than plant costs. Using Global's

requested 8.49% rate of return this means that every dollar of additional plant results in

8.49 cents of revenue requirement while every dollar of additional expense results in a

8 ld. at p.13-14
9 la. at p- 23

A.
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Customers OCLD OCLD/Customers

Lago Del Oro (Robson) 6,346 $7,194,217 $1,134

Pima (Robson) 10,187 $11,909,587 $1,169

Chap City Water 13,423 $44,194,491 $3,292

Litchfield Park Service Company (water) 16,023 $62,611,426 $3,908

Santa Cruz 16,654 $79,661,216 $4,783

Johnson Utilities (water) 19,625 $72,664,001 $3,703

Arizona Water 83,721 $298,653,724 $3,567

Arizona American (water) 106,039 $430,758,887 $4,062

Sample Average $3,704

dollar of revenue requirement. Ms. Jaress also fails to take into account the dramatic

reduction in operating expenses obtained through the deployment of Total Water

Management as described in Mr. Symmonds' direct testimony.

Additionally, the plant costs that Ms. Jaress displays in her Exhibit LAJ - l include CWIP

(specifically the SW Plant in the case of Palo Verde and Santa Cruz.) CWIP is not

included in rate base in this application and thus has no effect on customer rates. A more

appropriate comparison is of utility plant less depreciation per customer. Table l and 2

below show utility plant less depreciation ("OCLD") per customer for a sample of Arizona

water and sewer companies.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

13

1 4

1 5

1 6

17

1 8

1 9

2 0

2 1

22

23

24

25

26

27

Table 1: OCLD Per Customer Sample of Water Companies
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Customers OCLD OCLD/Customers

Black Mountain Sewer 2,130 $7,512,988 $3,527

Pima (Waste Water) 10,046 $10,490,285 so ,044

Palo Verde 15,262 $91,187,165 $5,975

Litchfield Park Service Company (waste water) 17,907 $52,612,921 $2,938

Arizona American (waste water) 21,965 s146,550,046 $6,672

Johnson Utilities (waste water) 25,680 $120,867,771 $4,707

Sample Average $4,616

Table 2: OCLD Per Customer Sample of Wastewater Companies

Using this methodology, the differences are not nearly as dramatic as Ms. Jaress asserts.

Staff concludes that the relatively high plant costs of the Global Utilities are "clue to

regional planning."10

strategy for deploying regionally scaled infrastructure results in higher plant costs.

However, by the same token it is reasonable to conclude that the offsetting low operating

costs of the Global Utilities are also a result of regional planning.

This is a fair conclusion and Global has never disputed that its

Do you have any concluding comments?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 Q.

20 A.

21

22

23

24

25

26

27

Yes, I would like to address the issue of regional infrastructure (i.e., Total Water

Management.) Ms. Jaress indicates that Global has not provided a clear and concise

definition of Total Water Management.11 It may be true that Global has not been concise

on this point but they have been clear. Total Water Management is not just the use of

recycled water (as Ms. Jaress implies) it is also the use of regionally scaled infrastructure

which has real efficiency benefits. As an outside and independent consultant I have to

to ld. at p, 14
11 \d. at p. 3

9



I

admit that for a time I was somewhat fuzzy on this Total Water Management concept as

well. Global witness Graham Symmonds' Direct Testimony comparing Santa Cruz's

operations with Valencia's lays out the real and tangible benefits of the Total Water

Management approach.12 It was this testimony that crystallized the concept in my mind

and I suggest that anyone who has confusion or doubts about the Total Water Management

approach review that testimony closely.

Q- Does this conclude your rejoinder testimony?

1

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Yes.

12 Direct Testimony of Graham Symmonds pages 11 through 15.
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1 INTRODUCTION

2 Q- Please state your name, occupation, and business address

My name is David C. Purcell. I am President and Senior Economist of Technical

Associates, Inc. My business address is Suite 601, 1051 East Caty Street, Richmond

Virginia 23219

7 Q Please summarize your educational background and professional experience

I hold B.A. (1969) and M.A. (1970) degrees in economics firm Virginia Polytechnic

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia

10 Commonwealth University. I  have been  a  consul t ing economist  wi th  Techn ical

Associates since 1970. I have provided cost of capital testimony in  public util i ty

ratemaking proceedings, dating back to 1972. In connection with this, I have previously

filed testimony and/or testified in over 400 utility proceedings before about 40 regulatory

agencies in the United States and Canada. Attachment l provides a more complete

description of my education and relevant work experience

17 Q What is the purpose of your testimony in this proceeding

Shave been retained by the Utilities Division Staff to evaluate the cost of capital aspects of

the current filing of Arizona-American Water Company ("AAWC" or "Company"). I

have performed independent studies and am making recommendations of the current cost

of capital for AAWC. In addition, since AAWC is a subsidiary of American Water Works

Company, Inc. ("AWW"), I have also evaluated this entity in my analyses

24 Q Have you prepared an Exhibit in support of your testimony

Yes, I have prepared one exhibit, made up of twelve Schedules, identified as Schedule 1

through Schedule 14. These Schedules were prepared either by me or under my direction
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1

2

3

4

The information contained in these schedules is correct to the best of my knowledge and

belie£

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q, What are your recommendations in this proceeding?

A. My overall cost of capital recommendations for AAWC are:

Short-Term Debt
Long-Term Debt
Common Equity

Total

Percent

10.98%
47.70%
41.62%

100.00%

Cost
5.367%
5.463%
9.5-10.5%

Return
0.59%
2.59%
3.95-4.37%
7.l3~7.55%

AAWC's application requests a return on common equity of l1.75 percent and overall rate

of return of 8.40 percent. I propose a return on common equity of 10.0 percent and an

overall rate of return of 7.34 percent.

Q- Please summarize your cost analyses and related conclusions for AAWC.

l

3

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

This proceeding is concerned with AAWC's regulated water utility operations in Arizona.

My analyses are concerned with the Company's total cost of capital. The first step in

performing an analysis of the Company's cost of capital is the development of the

appropriate capital structure. AAWC's proposed capital structure is comprised of 46.75

percent common equity and 53.25 percent long-term debt. This capital structure is the

projected December 1, 2008, capital structure of the Company. Fuse a capital structure in

my cost of capital analyses that contains short-term debt.23

24

25

26

A.

The second step in a cost of capital calculation is a determination of the embedded cost

rates of debt. AAWC's application uses a long-term debt cost rate of 5.463 percent, which
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reflects the Company's projected cost at December 31, 2008. I have used the same rate

for this item as is proposed by the Company. For the cost of short-term debt, Fuse the rate

cited in the Company's filing.

The third step in the cost of capital calculation is the estimation of the cost of common

equity. Shave employed three recognized methodologies to estimate the cost of equity for

AAWC. Each of these methodologies is applied to three groups of proxy water utilities.

These three methodologies and my findings are:

Methodology
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

Range
9.5-10.5%
10.2-10.5%
9.5-10.5%

Based upon these Endings, I conclude that the cost of common equity for AAWC is within

a range of 9.5 percent to 10.5 percent. I recommend the mid-point of my cost of equity

range (10.0 %).

Combining these three steps into a weighted cost of capital results in an overall rate of

return range of 7.13 percent to 7.55 percent. My recommended 10.0 percent cost of equity

results in an overall cost of capital of 7.34 percent.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES

Q. What are the primary economic and legal principles that establish the standards for

determining a fair rate of return for a regulated utility?

25

26

A. Public utility rates are normally established in a manner designed to allow the recovery of

their costs, including capital costs. This is frequently referred to as "cost of service"

ratemaking. Rates for regulated public utilities traditionally have been primarily
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1

2

3

4

established using the "rate base - rate of return" concept. Under this method, utilities are

allowed to recover  a level of operating expenses,  taxes,  and depreciation deemed

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of

return on the assets used and useful (go, rate base) in providing service to their customers.

5

6

7

8

9

The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

and the rate of return is developed from the liabilities/owners' equity side of the balance

sheet as a percentage. The revenue impact of the cost of capital is thus derived by

multiplying the rate base by the rate of return (including income taxes).

10

11

12

13

14

The rate of return is developed from the cost of capital, which is estimated by weighting

the capital structure components (go, debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these by their cost rates. This is also

known as the weighted cost of capital.

15

16

17

18

19

20

21

Technically,"fair rate of return" is a legal and accounting concept that refers to an ex post

(after the fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected or required return

on a liability base. In regulatory proceedings, however, the two terms are often used

interchangeably, as I have done in my testimony.

From an economic standpoint, a fair rate of return is normally interpreted to mean that an

22

23

efficient and economically managed utility will be able to maintain its financial integrity,

establish comparable returns for similar risk investments. These

24

attract capital, and

concepts are derived from economic and financial theory and are generally implemented

25 using financial models and economic concepts.

26



*

Direct Testimony of David C. Parcel]
Docket No. W-01303A-08-0227 et al
Page 5

1

2

Although I am not a lawyer and I do not offer a legal opinion, my testimony is based on

my understanding that two United States Supreme Court decisions provide the main

standards for a fair  rate of return. The first decision is Bluefield Water Works and3

4 Improvement Co. v. Pub. Serv. Comm'n of W. Va., 262 U.S. 679 (1923). In this decision,

the Court stated:5

6

7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

What annual rate will constitute just compensation depends upon many
circumstances and must be determined by ire exercise of fair and
en lightenedjudgm ent, having regard to all relevant facts. A public utility
is entitled to such rates as will permit it to earn a return on the value of
the property which it employs for the convenience of the public equal to
that generally being made at the same time and in the same general part
of the country on investments in other business undertakings which are
attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures.. The return should be
reasonably sufficient to assure confidence in the financial soundness of
the utility, and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its public duties. A rate of
return may be reasonable at one time, and become too high or too low by
changes affecting opportunities for investment, the money market, and
business conditions generally. [Emphasis added.]

24

25

26

27

28

It is my understanding that the Bluefield decision established the following standards for a

fair rate of return: comparable earnings, financial integrity, and capital attraction. It also

noted the changing level of required returns over time as well as an underlying assumption

that the utility be operated in an efficient manner.

29

30

31

The second decision is Fed. Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591

(1942). In that decision, the Court stated:

32

33
34
35

The rate-making process under the [Natural Gas] Act, i.e., the f ling of
just and reasonable' rates, involves a balancing of the investor and

consumer interests .... From the investor or company point of view in is
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1
2
3
4
5
6
7

important that there be enough revenue not only for operating expenses but
also for the capital costs of the business. These include service on the debt
and dividends on the stock. By that standard the return to the equity owner
should be commensurate with returns on investments in other enterprises
having corresponding risks. That return, moreover, should be sufficient to
assure confidence in the financial integrity of the enterprise, so as to
maintain its credit and to attract capital, [Emphasis added.]

8

9

10

11

12

13

14

15

16

The three economic and financial parameters in the Bluefield and 59 decisions -

comparable earnings, financial integrity, and capital attraction - reflect the economic

criteria encompassed in the "opportunity cost" principle of economics. The opportunity

cost principle provides that a utility and its investors should be afforded an opportunity

(not a guarantee) to earn a return commensurate with returns they could expect to achieve

on investments of similar risk. The opportunity cost principle is consistent with the

fundamental premise, on which regulation rests, namely, that it is intended to act as a

surrogate for competition.

17

18

19

20

21

22

I understand that because Arizona is a "Fair Value" state, Hope and Blueiield do not set

forth the legal requirements applicable to determining fair rate of return in Arizona. In

Simms v. Round Vallev Light & Power Co., 294 P.2d 878 (1956), the Arizona Supreme

Court took exception to application of the following principle in Arizona since the

Constitution mandates consideration of fair value:

23

24
25
26
27
28
29
30
31

"In the Hope case the court, in testing the reasonableness ofratesfxed by
the Federal Power Commission under the Natural Gas Act, 15 USCA.
Section 717 et seq., after holding that congress had provided no formula by
which just and reasonable rates were to be determined, ruled that it was
the fnal result reached and not the method used in reaching the result that
was controlling and that it was unimportant to 'determine the various
permissible ways in which any rate base on which the return in computed
might be arrived at, "

32
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My testimony does not advocate that the Commission ignore the Simms holding in this

regard, or the fair value of AAWC's property, which it is required to consider under article

15, section 14 of the Arizona Constitution. Rather, I find the and Bluefield

decisions to be helpful in their discussion of comparable earnings, financial integrity and

capital attraction.

Q- How can these parameters be employed to estimate the cost of capital for a utility?

A. Neither the courts nor economic/financial theory have developed exact and mechanical

procedures for precisely determining the cost of capital. This is the case because the cost

of capital is an opportunity cost and is prospective-looking, which dictates that it must be

estimated.

There are several useful models that can be employed to assist in estimating the cost of

equity capital, which is the capital structure item that is the most difficult to determine.

These include the Discounted Cash  Flow ("DSC"),  Capital  Asset  Pr icing Model

("CAPM"), Comparable Earnings ("CE") and Risk Premium ("RP") methods. Each of

these methods (or models) differs from the others and each, improperly employed, can be a

useful tool in estimating the cost of common equity for a regulated utility.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q- Which methods have you employed in your analyses of the cost of common equity in

this proceeding?

I have utilized three methodologies to determine AAWC's cost of common equity: the

DCF, CAPM, and CE methods. I have not employed a RP model in  my analyses

although, as I indicate later, my CAPM analysis is a form of the RP methodology. Each

of these methodologies will be described in more detail in my testimony that follows.

26

l

I

A.
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1 GENERAL ECONOMIC CONDITIONS

2 Q. Why are economic and financial conditions important in determining the costs of

3

4

5

6

7

8

9

capital?

The costs of capital, for both fixed-cost (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), and the level of inflation, and

expected economic conditions. My understanding is that this position is consistent with

10

11

the Supreme Court Bluefield decision that noted "[a] rate of return may be reasonable at

one time, or too low forby changes affecting opportunities

12

and become too high

investment, the money market, and business conditions generally."

13

14 Q- What indicators of economic and financial activity have you evaluated in your

15 analyses?

16 Shave examined several sets of economic statistics from 1975 to the present. chose this

17 time period because it permits the evaluation of economic conditions over three full

18

19

20

business cycles plus the current cycle to date, allowing for an assessment of changes in

long-term trends. This period also approximates the beginning and continuation of active

rate case activities by public utilities.

21

22

23

24

25

26

A.

A.

A business cycle is commonly defined as a complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient

period over which to measure levels and trends in long-term capital costs because it

incorporates the cyclical (i.e., stage of business cycle) influences, and thus, permits a

comparison of structural (or long-term) trends.
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1 Q- Please describe the timeframe of the three prior business cycles and the most recent

2

3 A.

cycle.

The three prior complete cycles and current cycle cover the following periods:

4

5

6

7

Business Cycle

1975-1982
1982-1991
1991-2001
Current

Expansion Cycle
Mar. 1975-July 1981
Nov. 1982-July 1990
Apr. 1991-Mar. 2001
Dec. 2001-Nov. 2007

Contraction Period
Aug. 1981-0ct. 1982
Aug. 1990-Mar. 1991
Apr. 2001-Nov. 2001
Dec. 2007-Present

8

9 Q-

10

Do you have any general observations concerning the recent trends in economic

conditions and their impact on capital costs over this broad period?

11

12

13

14

15

Yes, Ida, As I will describe below, until recently the U.S. economy has enjoyed general

prosperity and stability over the period since the early 1980s. This period has been

characterized by longer economic expansions, relatively tame contractions, relatively low

and declining inflation, and declining interest rates and other capital costs. The current

business cycle began in late 2001, following a somewhat modest recession earlier in the

16 year.

17

18

19

20

21

22

23

24

25

26

A.

Over the past two years, on the other hand, the economy has slowed significantly, initially

as a result of the 2007 collapse of the "sub-prime" mortgage market and related liquidity

crises in the financial sector of the economy. During 2008, divs financial crisis intensified

with a more broad-based decline, initially based on an intensive increase in petroleum

prices and an increasing decline in the U.S. financial sector culminating with the collapse

and/or bailouts of a substantial number of long-standing institutions such as Bear Stearns,

Lehman Brothers, Merrill Lynch, Freddie Mac, Fannie Mae and AIG. This crisis has

recently been described as the worst financial crisis since the Great Depression. The U.S.

government is in the process of implementing unprecedented actions to attempt to correct
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1

2

3

4

5

6

7

8

or minimize this crisis. As of this time the effects of these potential actions are unclear.

There is presently a general acceptance that the economy is already in a recession. Should

the economy incur a significant recession, which is increasingly evident, the impacts on

cost of capital would likely be characterized by lower utility growth and declining capital

costs due to a decline in corporate profits and expected earnings growth. It is also clear

that a serious recession would have negative impacts on AAWC's customers, in terms of

income levels, unemployment and profits. Clearly, this is no environment in which to

increase the profit levels for a regulated monopoly such as AAWC.

9

10 Q- Please describe recent and current economic and financial conditions and their

11 impact on the costs of capital.

12 Schedule 2 shows several sets of economic

13

data. Pages 1 and 2 contain general

macroeconomic statistics while pages 4 through 6 contain financial market statistics.

14

15

16

17

18

19

20

21

Pages 1 and 2 show that the U.S. economy ended 2007 as the sixth year of an economic

expansion although, as indicated previously, the economy apparently entered a recession

at the end of the year. This is indicated by the growth in real (i.e., adjusted for inflation)

Gross Domestic Product, industrial production, and the unemployment rate. This recent

expansion was characterized as slower growth, in comparison to prior expansions. This

resulted in lower inflationary pressures arid interest rates. Economic indicators in 2008

reflect significantly declining growth in GDP and industrial production and a substantial

increase in the unemployment rate, all of which are indicative of a recession.

22

23

24

25

26

A.

The rate of inflation is also shown on pages 1 and 2. As is reflected in the Consumer Price

Index ("CPI"), for example, inflation rose significantly during the 1975-1982 business

cycle and reached double-digit levels in 1979-1980. The rate of inflation declined

substantially in 1981 and remained at or below 6.1 percent during the 1983-1991 business
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1

2

3

4

cycle. Since 1991, the CPI has been 4.1 percent or lower. The 4.1 percent rate of inflation

in 2007 was slightly above the levels since 2000, but is well below the levels of the past

thirty years. Inflation increased in the first half of 2008, largely as a result of a significant

increase in petroleum costs. However, consistent with an economic contraction and lower

equity returns, both petroleum prices and inflation in general have dramatically declined in

recent months.

Q- What have been the trends in interest rates?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Pages 3 and 4 show several series of interest rates. Rates rose sharply to record levels in

1975-1981 when the inflation rate was high and generally rising. Interest rates declined

substantially in conjunction with inflation rates throughout the remainder of the 1980s and

throughout the 1990s. Interest rates declined even further from 2000-2005 and generally

recorded their lowest levels since the l960s.

23

24

25

26

A.

During the past several years, long-term interest rates have remained low by historic

standards. During the 2001 recession and early in the succeeding expansion, the Federal

Reserve lowered interest rates (i.e., Federal Funds rate) eleven times in 2001 and twice in

2003 in an effort to stimulate the economy. Following this, the Federal Reserve increased

short-term interest rates on seventeen occasions between 2004 and 2006, although each

time by only 0.25 percent,  in  an attempt to ensure that any perceived inflationary

expectations would not stifle continued economic growth. Nevertheless, the Federal

Reserve actions did not result in a pronounced increase in long-term rates. Most recently,

however, the Federal Reserve has lowered the Federal Funds rate (i.e., short-term rate) on

several occasions and it presently is 0.25 percent, an all-time low. Over the past few

years, long~term interest rates have remained relatively stable, by historic standards. The

first several months of 2008 have experienced declines in short-terrn rates arid in long-
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1

2

3

4

5

6

term U.S. Treasury Securities, and an increase in corporate bond yields. This apparent

contradiction reflects a "flight to quality," as cautious (or concerned) investors are

avoiding corporate securities (stocks and debt) and are placing their funds in more secure

government securities. This has the effect of driving yields on government securities to

extremely low levels and the yields on corporate debt to high levels. Such a "flight to

quality" will likely remain until the economy and investor confidence returns.

7

8 Q- What have been the trends in common share prices?

9

10

11

12

13

14

15

Pages 5 and 6 show several series of common stock prices and ratios, These indicate that

share prices were essentially stagnant during the high inflation/interest rate environment of

the late 1970s and early 1980s. On the other hand, the 1983-1991 business cycle and the

most recent cycles witnessed a significant upward trend in stock prices. Since the

beginning of the current financial crisis, on the other hand, stock prices have declined

precipitously and have been very volatile. Stock prices in 2008 are down significantly

from 2007 levels, reflecting the financial/economic crises.

16

17 Q- What conclusions do you draw from this discussion of economic and financial

18 conditions?

19

20

It is apparent that capital costs are volatile and inconsistent with relationships in

comparison to the levels that have prevailed over the past three decades. In addition, the

21

22

23

24

25

current weakness in the economy has resulted in a decline in capital costs, as measured by

the expected returns of competitive firms. Therefore, it can reasonably be expected that

cost of equity models currently indicate returns that are lower than returns experienced in

prior years. As noted elsewhere in my testimony, this is a factor that should be considered

in establishing the current cost of equity for AAWC.

26

A.

A.
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1 AAWC'S OPERATIONS AND RISKS

2 Q- Please summarize AAWC and its operations.

3 AAWC is a public utility that delivers water and wastewater through its services

4 distribution system in Arizona. AAWC provides service to about 100,000 water

5

6

customers and 50,000 sewer customers in about ten districts in the state. AAWC is a

subsidiary of AWW.

7

8 Q. Please describe AWW.

9

10

AWW is a holding company whose major subsidiaries provide water and wastewater

services in nineteen states. AWW is the largest investor-owned water and wastewater

11 company in the United States.

12

13

14

15

16

AWW has undertaken several ownership changes over the past several years. Until 2003,

AWW was a publicly-traded company headquartered in Voorhees, N.J. In 2003, AWW's

stock was acquired by RWE Aktiengesellschatt (a German company) and became a

wholly-owned subsidiary of RWE. In 2005, RWE announced its intention to exit its water

17 activities in the U.S. and elsewhere and, in connection with this, sold about 63.2 million

18

19

20
r
.

i

I 21

22

shares in an initial public offering ("IPO") of AWW's shares. This sale amounted to

approximately 40 percent of AWW's shares now being owned by the investing public and

the remaining 60 still owned by RWE. RWE intends to divest its remaining ownership of

AWW through the consummation of additional public offerings in the future as dictated

by market conditions.

23

24 As noted above, AWW owns a number of water and wastewater subsidiaries that operate

25

A.

A.

in thirty two states throughout the U.S. One of these is AAWC. AWW also owns non-
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I

regulated subsidiaries. AWW raises debt capital for its subsidiaries through its financing

subsidiary American Water Capital Corp

4 CAPITAL STRUCTURE AND COST OF DEBT

5 Q What is the importance of determining a proper capital structure in a regulatory

6 framework?

A utility's capital structure is important because the concept of rate base

regulation requires that a utility's capital structure be determined and utilized in estimating

the total cost of capital. Within this framework, it is proper to ascertain whether the

rate of return

10 utility's capital structure is appropriate relative to its level of business risk and relative to

other utilities

As discussed in section III of my testimony, the purpose of determining the proper capital

structure for a utility is to help ascertain its capital costs. The rate base - rate of return

concept recognizes the assets employed in providing utility services and provides for a

return on these assets by identifying the liabilities and common equity (and their cost

rates) used to finance the assets. In this process, the rate base is derived from the asset

side of the balance sheet and the cost of capital is derived from the liabilities/owners

equity side of the balance sheet. The inherent assumption in this procedure is that the

dollar values of the capital structure and the rate base are approximately equal and the

former is utilized to finance the latter

I

The common equity ratio (i.e., the percentage of common equity in the capital structure) is

the capital structure item which normally receives the most attention. This is the case

because common equity: (1) usually commands the highest cost rate, (2) generates
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1

2

3

4

associated income tax liabilities, and, (3) causes the most controversy since its cost cannot

be precisely detennined.

Q~ How have you evaluated the capital structure of AAWC?

All of AAWC's capital is provided by AWW. The reported capital of AAWC is actually

"allocated" to the Company from AWW. I have therefore examined the historic (2006-

2008) capital structure ratios of AWW. These are shown on Schedule 3. I have

summarized below the common equity ratios for AWW:

2006
2007
Sept. 30, 2008

Including S-T Debt
39.4%
47.5%
44.8%

Excluding S-T Debt
43.9%
49.3%
47.0%

Q- How do these capital structures compare to those of investor-owned water utilities?

5

6

7

8

9

10

13

14

15

16

17

18

19

20

21

A. Schedule 4 shows the common equity ratios (including short-term debt in capitalization)

for the three groups of water utilities utilized in my cost of equity analyses. These are:

22

23

24

Year
2003
2004
2005
2006
2007

Value
Line
Group
46%
52%
49%
50%
51 %

AUS
Utility
Group
46%
50%
48%
50%
50%

Villadsen
Group
48%
51 %
49%
51 %
50%

These common equity ratios are slightly higher than those of AWW.

25

A.



s

Direct Testimony of David C. Purcell
Docket No. w-01303A-08-0227 et al
Page 16

Q-

A.

What capital structure ratios has AAWC requested in this proceeding?

The Company requests use of the following capital structure:

Long-Term Debt

Common Equity

53.25%

46.75%

According to schedule D-1 of AAWC's filing, this is the projected capital structure of the

Company at December 31, 2008.

Q- What capital structure do you propose to use in this proceeding?

I use the capital structure ratios as proposed by AAWC, with one exception. I have

included short-term debt, which is consistent with this Comlnission's practice. I have

used the amounts of capital for AAWC as contained in Schedule D-2 of the Company's

application.

Q~ What are the cost rates of debt in the company's application?

The Company's filing cites a cost of long-term debt of 5.463 percent. This is represented

to be the Company's projected cost at December 31, 2008. I also use this cost of long-

term debt in my cost of capital analyses. For the cost of short-term debt, I use the 5.367

percent rate shown on Schedule D-2.

Q, Can the cost of common equity be determined with the same degree of precision as

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A.

25

26

A.

A.

the costs of debt?

No. The cost rates of debt are largely determined by interest payments, issue prices, and

related expenses. The cost of common equity, on the other hand, cannot be precisely

quantified, primarily because this cost is an opportunity cost. There are, however, several
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models which can be employed to estimate the cost of common equity. Three of the

primary methods - DCF, CAPM, and CE - are developed in the following sections of my

testimony.

SELECTION OF PROXY GROUPS

Q, How have you estimated the cost of common equity for AAWC?

A. AAWC is not a publicly-traded company. AWW, AAWC's paren t  company,  is a

publicly-traded company. Consequently, it is possible to directly apply cost of equity

models to AWW. However, it is generally desirable to analyze groups of comparison or

"proxy" companies as a substitute for AAWC to determine its cost of common equity.

I have examined three such groups for comparison to AAWC. I have first selected the

group of four water utilities that are contained in the Standard Edition of Value Line.

Second, I have used the group of eight water utilities covered in AUS utility Reports.

Third, I have conducted studies of the cost of equity for the proxy group of water utilities

selected by AAWC's witness Bente Villadsen.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

DISCOUNT CASH FLOW ANALYSIS

What is the theory and methodological basis of the DCF model?Q-

A. The DCF model is one of the oldest, as well as the most commonly-used, models for

estimating the cost of common equity for public utilities. The DCF model is based on the

"dividend discount model" of financial theory, which maintains that the value (price) of

any security or commodity is the discounted present value of all future cash flows.23

24

25

26

The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate. This variant of the dividend discount model is known as the constant
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1

2

growth or Gordon DCF model. In this framework cost of capital is derived by the

following formula:

3

4

5
DK +g
P

6

7 where : K = discount rate (cost of capital)

8 P = current price

D = current dividend rate9

10 g = constant rate of expected growth

11

12

13

14

This formula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

15

16 Q- Please explain how you have employed the DCF model.

17

18

19

Shave utilized the constant growth DCF model. In doing so, I have combined the current

dividend yield for each group of proxy utility stocks described in the previous section with

several indicators of expected dividend growth.

20

21 Q- How did you derive the dividend yield component of the DCF equation?

22 A.

23
\

24

25

There are several methods that can be used for calculating the dividend yield component.

These methods generally differ in the manner in which the dividend rate is employed, i.e.,

current versus future dividends or annual versus quarterly compounding of dividends. I

believe the most appropriate dividend yield component is the version listed below:

26

A.
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1

0.58)1+DO(

Ii,_ ld :
we

2

3 This dividend yield component recognizes the timing of dividend payments and dividend

4 increases.

5

6

7

The P0 in my yield calculation is the average (of high and low) stock price for each proxy

company for the most recent three month period (September-November, 2008). The D0 is

the current annualized dividend rate for each proxy company.

8

9 Q- How have you estimated the dividend growth component of the DCF equation?

10

12

13

14

15

16

17

18

The dividend growth rate component of the DCF model is usually the most crucial and

controversial element involved in using this methodology. The objective of estimating the

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

individual investors have different expectations and consider alterative indicators in

deriving their expectations. This is evidenced by the fact that every investment decision

resulting in the purchase of a particular stock is matched by another investment decision to

sell that stock. Obviously, since two investors reach different decisions at the same

market price, their expectations differ.

19

20 A wide array of indicators exists for estimating the growth expectations of investors. As a

21 result, it is evident that no single indicator of growth is always used by all investors. It

22

23

therefore is necessary to consider alternative indicators of dividend growth in deriving the

growth component of the DCF model.

24

25 Shave considered five indicators of growth in my DCF analyses. These are:

26

A.
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1 1.

2

2003-2007 (5-year average) earnings retention, or fundamental growth (per

Value Line),

3 2.

4

5

6

7 4.

5-year average of historic growth in earnings per share ("EPS"), dividends

per share ("DPS"), and book value per share ("BVPS") (per Value Line),

2008, 2009, and 2011-2013 projections of earnings retention growth (per

Value Line);

2005-2007 to 2011-2013 projections of EPS, DPS, and BVPS (per Value

8 Line); and

9 5.

10

5-year projections of EPS growth as reported in First Call (per Yahoo!

Finance).

11

12

13

14

15

16

17

believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

groups of proxy companies. I also believe that these growth indicators reflect the types of

information that investors consider in making their investment decisions. As I indicated

previously, investors have an alTay of information available to them, all of which should

be expected to have some impact on their decision-maldng process.

18

19 Q- Please describe your initial DCF calculations.

20
1

21

22

23

Schedule 5 presents my DCF analysis. Page I shows the calculation of the "raw" (i.e.,

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCF

calculations, which are presented on several bases: mean, median, and high values. These

results can be summarized as follows:24

I

I

25
i

A.

3.
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1

2

3

4

Value Line Group
AUS Group
Villadsen Group

Mean
7.8%
8.8%
8.8%

Median
7.6%
9.1%
9.2%

Mean
High'
9.2%
11.4%
11.6%

Median
H 112
9.2%
11.5%
11.5%

I note that the individual DCF calculations shown on Schedule 5 should not be interpreted

to reflect the expected cost of capital for the proxy group, rather, the individual values

shown should be interpreted as alternative information considered by investors. The

individual DCF calculations also demonstrate how the focus on a single growth rate, such

as EPS projections, can produce a DCF conclusion that is not reflective of a broader

perspective of available information.

The results in Schedule 5 indicate average (mean and median) DCF cost rates of 7.8

percent to 9.2 percent. The "high" DCF rates (i.e., using the highest growth rates only) are

about 9.2 percent to 11.6 percent on an average basis and 9.2 percent to 11.5 percent on a

median basis.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Q~ What do you conclude from your DCF analyses?

This analysis reflects a broad DCF range of about 7.8 percent to about 11.6 percent for the

proxy groups. This is approximated by the average/mean values for the proxy groups

examined in the previous analysis. I give less weight to the extreme upper and lower ends

of the groups which are impacted by outlier results. I believe that 9.0 percent to 10.0

percent reflects the proper DCF cost for AAWC.

23

A.

l

2

Using only the highest growth rate,

Using only the highest growth rate.
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1

2

CAPITAL ASSET PRICING MODEL ANALYSIS

Q- Please describe the theory and methodological basis of the CAPM

The CAPM is a version of the RP method. The CAPM describes and measures the

relationship between a security's investment risk and its market rate of return. The CAPM

was developed in the 1960s and 1970s as an extension of modern portfolio theory

("MPT"), which studies the relationships among risk, diversification, and expected

returns

9 Q How is the CAPM derived?

The general form of the CAPM is

K=Rr +5(Rm-Rf)12

13

14 where K = cost of equity

Rf = risk fifi rate

Rm = return on market

[3 = beta

Rm'Rf = market risk premium

19

20 As noted previously, the CAPM is a variant of the RP method. I believe the CAPM is

generally superior to the simple RP method because the CAPM specifically recognizes the

risk of a particular company or industry (i.e., beta), whereas the simple RP method

assumes the same risk premium for all companies exhibiting similar bond ratings

24

1
1
II
|
1
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1 Q-

2

What groups of companies have you utilized to perform your CAPM analyses

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my

DCF analyses

5 Q Please explain the risk-free rate as used in your CAPM and indicate what rate you

employed

The first term of the CAPM is the risk-free rate (Rf). The risk-free rate reflects the level of

return that can be achieved without accepting any risk

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury

securities. Two general types of U.S. Treasury securities are often utilized as the R

component - short-term U.S. Treasury bills and long-term U.S. Treasury bonds

I have performed CAPM calculations using the three-month average yield (September

November, 2008) for 20~year U.S. Treasury bonds. Over this three-month period, these

bonds had an average yield of 4.35 percent

18 Q- What is beta and what betas did you employ in your CAPM?

20

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to

the overall market. Betas of less than 1.0 are considered less risky than the market

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas

below 1.0. utilized the most recent Value Line betas for each company in the groups of

A.

proxy utilities
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1 Q- How did you estimate the market risk premium component in your CAPM analysis?

A. The market risk premium component (Rm-Rf) represents the investor-expected premium of

common stocks over  the r isk-free rate, or  government bonds. For  the purpose of

estimating the market risk premium, I considered alternative measures of returns of the

Standard & Poor's ("S&P") 500 (a broad-based group of large U.S. companies) and 20-

year U.S. Treasury bonds.

First, Shave compared the actual annual returns on equity of the S&P 500 with the actual

annual yields of U.S. Treasury bonds. Schedule 6 shows the return on equity for the S&P

500 group for the period 1978-2007 (all available years reported by S&P). This schedule

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual

differentials (i.e., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds.

Based upon these returns, I conclude that this version of the risk premium is about 6.46

percent.

I have also considered the total returns (i.e., dividends/interest plus capital gains/losses)

for the S&P 500 group as well as for the long-term government bonds, as tabulated by

Morningstar (formerly Ibbotson Associates), using both arithmetic and geometric means.

I have considered the total retunes for the entire 1926-2007 period, which are as follows:

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Arithmetic
Geometric

S&P 500
12.3%
10.4%

L-T Gov 't Bonds
5.8%
5.5%

Risk Premium
6.5%
4.9%

25

I conclude from this that the expected risk premium is about 5.9 percent (i.e., average of

all three risk premiums). I believe that a combination of arithmetic and geometric means
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1
1
1
iI 2

is appropriate since investors have access to both types of means and, presumably, both

types are reflected in investment decisions and thus stock prices and cost of capital.

3

4 Schedule 7 shows my CAPM calculations using the risk premium. The results are:

5

6

7
Value Line Group
AUS Group
Villadsen Group

Mean
10.4%
9.8%
9.8%

Median
10.4%

10.1%
10.1%

8

9

10 Q- What is your conclusion concerning the CAPM cost of equity?

11

12

13

The CAPM results collectively indicate a cost of 9.8 percent to 10.4 percent for the groups

of comparison utilities. I conclude that the CAPM cost of equity for AAWC is 9.8 percent

to 10.4 percent.

14

15 COMPARABLE EARNINGS ANALYSIS

16 Q. Please describe the basis of the CE methodology.

17
1

18

19

The CE method is derived from the "corresponding risk" standard of the Bluefield and

Hope cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the cost of capital is an opportunity cost: the prospective return

available to investors from alternative investments of similar risk.20
I

21

22

23

24

The CE method is designed to measure the returns expected to be earned on the original

cost book value of similar risk enterprises. Thus, this method provides a direct measure of

the fair return, because the CE method translates into practice the competitive principle

25 upon which regulation is based.

26

I

A.

A.
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1

2

3

4

5

6

7

The CE method normally examines the experienced and/or projected returns on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which uses a utility's book common

equity to determine the cost of capital. This cost of capital is, in tum, used as the fair rate

of return which is then applied (multiplied) to. the book value of rate base to establish the

dollar level of capital costs to be recovered by the utility. This technique is thus consistent

with the rate base methodology used to set utility rates.

8

9 Q- How have you employed the CE methodology in your analysis of AAWC's common

10

11 A.

12

13

14

15

16

17

equity cost?

I conducted the CE methodology by examining realized returns on equity for several

groups of companies and evaluating the investor acceptance of these returns by reference

to the resulting market-to-book ratios. In this manner it is possible to assess the degree to

which a given level of return equates to the cost of capital. It is generally recognized for

utilities that market-to-book ratios of greater than one (i.e., l00%) reflect a situation where

a company is able to attract new equity capital without dilution (i.e., above book value).

As a result, one obi ective of a fair cost of equity is the maintenance of stock prices above

18 book value.

19

20

21

22

23

24

would further note that the CE analysis, as I have employed it, is based upon market data

(through the use of market-to-book ratios) and is thus essentially a market test. As a

result,  my analysis is not subject to the cr iticisms occasionally made by some who

maintain that past earned returns do not represent the cost of capital. In addition, my

analysis uses prospective returns and thus is not confined to historical data.

25
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1 Q- What time periods have you examined in your CE analysis?

2

3

4

5

6

7

8

9

10

My CE analysis considers the experienced equity returns of the proxy groups of utilities

for the period 1992-2007 (i.e., the last sixteen years). The CE analysis requires that I

examine a relatively long period of time in order to determine trends in earnings over at

least a full business cycle. Further, in estimating a fair level of return for a future period,

it is important to examine earnings over a diverse period of time in order to avoid any

undue influence from unusual or abnormal conditions that may occur in a single year or

shorter period. Therefore, in forming my judgment of the current cost of equity I have

focused on two periods: 2003-2007 (the last five years - the average length of a business

cycle) and 1992-200i (the most recent complete business cycle).

l l

12 Q- Please describe your CE analysis.

13

14

Schedules 8 and 9 contain summaries of experienced returns on equity for several groups

of companies, while Schedule 10 presents a risk comparison of utilities versus unregulated

15 firms.

16

17

18

Schedule 7 shows the earned returns on average common equity and market-to-book ratios

for the groups of proxy utilities. These can be summarized as follows:

19

20 Value Line
Group

AUS
Group

Villadsen
Group

21

22
8.0-10.5%
8.6-11.0%

9.2-11.0%
9.5-11.1%

9.2-11.0%
9.8-11.3%

i
23

177-238%
173-220%

178-236%
178-225%

178-241%
175~229%24

25

Historic ROE
Mean
Median

Historic M/B
Mean
Median

Prospective ROE
Mean
Median

8.4-11.4%
9.0-11.5%

8.4-11.4%
9.0-11.5%

8.4-11.4%
9.0-11.5%

26

A.

A.
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2

3

4

5

These results indicate that historic returns of 8.0-11.1 percent have been adequate to

produce market-to-book ratios of 171-241 percent for  the groups of proxy utilities.

Furthermore, projected returns on equity for 2008, 2009, and 2011-2013 are within a

range of 8.4 percent to 11.5 percent for the utility groups. These relate to 2007 market-to-

book ratios of 200 percent or higher.

6

7 Q-

8 A.

I
9

Have you also reviewed earnings of unregulated firms?

Yes. As an alternative, I also examined a group of largely unregulated firms. I have

10

11

12

13

14

examined the S&P 500 Composite group, since this is a well-recognized group of firms

that is widely utilized in the investment community and is indicative of the competitive

sector of the economy. Schedule 8 presents the earned returns on equity and market-to-

book ratios for the S&P 500 group over the past sixteen years. As this Schedule indicates,

over the two periods this group's average earned returns ranged from 14.7 percent to 15.0

percent with market-to-book ratios ranging between 288 percent and 341 percent.

15

16 Q, How can the above information be used to estimate the cost of equity for AAWC?

17 A.

18

19

20

21

22

23

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an

indication of the level of return realized and expected in the regulated and competitive

sectors of the economy. In order to apply these returns to the cost of equity for proxy

utilities, however, it is necessary to compare the risk levels of the utility industry with

those of the competitive sector. leave done this in Schedule 10, which compares several

risk indicators for the S&P 500 group and the utility groups, The information in this

schedule indicates that the S&P 500 group is more risky than the utility proxy groups.

24
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1 Q- What return on equity is indicated by the CE analysis?

2

3

4

5

6

7

8

9 of over 100 percent.

10

11

Based on the recent earnings and market-to-book ratios, I believe the CE analysis

indicates that the cost of equity for the proxy utilities is no more than 9.5 percent to 10.5

percent. Recent returns of 8.0 percent to ll.l percent have resulted in market-to-book

ratios of 170 and greater. Prospective returns of 8.8 percent to 11.5 percent result in

anticipated market-to-book ratios of over 200 percent. As a result, it is apparent that

returns below this level would result in market-to-book ratios of well above 100 percent.

An earned return of 9.5 percent to 10.5 percent should thus result in a market-to-book ratio

As I indicated earlier, the fact that market-to-book ratios

substantially exceed 100 percent indicates that historic and prospective returns of over 10

percent reflect earnings levels that exceed the cost of equity for those regulated

12 companies.

13

14

15

16

17

18

19

20

21

i
1 22

23

24

Z5

Please also note that my CE analysis is not based on a mathematic formula approach, as

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current

conditions in equity markets. Further, it is based on the direct relationship between

returns on common stock and market-to-book ratios of common stock. In utility rate

setting, a fair rate of return is based on the utility's assets (i.e., rate base) and the book

value of the utility's capital structure. As stated earlier, maintenance of a financially

stable utility's market-to-book ratio at 100 percent, or a bit higher, is fully adequate to

maintain the utility's financial stability. On the other hand, a market price of a utility's

common stock that is 170 percent or more above the stock's book value is indicative of

earnings that exceed the utility's reasonable cost of capital. Thus, actual or projected

earnings do not directly translate into a utility's reasonable cost of equity. Rather, they

must be viewed in relation to the market-to-book ratios of the utility's common stock.

26
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1

2

My 9.5 percent to 10.5 percent CE recommendation is not designed to result in market-to-

book ratios as low as 1.0 for AAWC. Rather, it is based on current market conditions and

3 the proposition that ratepayers should not be required to pay rates based on earnings levels

that result in excessive market-to-book ratios.4

5

6 RETURN ON EQUITY RECOMMENDATIONS

7 Q-

8 A.

Please summarize the results of your three cost of equity analyses.

My three methodologies produce the following:

9

10

Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

9.0-10.0%
9.8-10.4%
9.5-10.5%

11

12 Q- What is your cost of equity recommendation for AAWC?

13

14

15

recommend a cost of equity of 9.5 percent to 10.5 percent for AAWC. This reflects each

of my three cost of equity model results. Within this range, I recommend the 10.0 percent

mid~point level.

16

17 Q- Please explain how the recent and current economic and financial crisis impacts the

18

19

20

21

22

23

cost of equity for AAWC.

It is well chronicled that, over the past year and especially over the past few months, the

United States and global financial markets have been in turmoil. The impacts of this have

been far-reaching and extreme, with global credit markets virtually coming to a standstill.

This crisis and its impact, however, do not imply that the cost of equity for water utilities

such as AAWC have increased. I say this for the following reasons.

24

25 First, it must be emphasized that depressed economic conditions and the financial crisis

26

A.

A.

affects virtually all sectors of the economy households, small businesses, larger
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1

2

3

4

commercial and industrials - and, in most cases, the impact is greater than is the case for

AAWC. AAWC is a regulated utility that sells a product that has no real substitutes and is

a product that consumers can do little to control the amount they use. As such, AAWC

and utilities are partially, if not largely, insulated from the impacts of depressed economic

5 conditions.

6

7

8

9

10

11

Second, if a recession is a significant one, the major impact will be to depress the profits

of most enterprises. As a result, it is to be expected that capital costs will decrease if a

significant recession occurs. There is no justification for increasing the profit level of a

regulated utility such as AAWC at the same time that other enterprises are experiencing

lower pro fits.

12

13

14

Third, even if AAWC were to incur higher costs of debt and/or other capital costs, these

costs can be passed along to ratepayers at the next rate proceeding. Unregulated firms

cannot do this.15

16

17

18

19

20

21

22

23

Fourth, the United States and global governments have taken, and continue to take,

extraordinary measures to avoid a further worsening of the current market tunnoil. Most

of these measures are designed to put liquidity into the credit markets and make credit

more accessible again and, in the process, restore more confidence to the financial

markets. All of these measures are clearly designed to lower the cost of capital. In this

environment, it would be counter-productive to make any claim that A.AWC should have a

higher return at this time due to the above-cited market turmoil.

24
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1

2

TOTAL COST OF CAPITAL

What is the total cost of capital for AAWC?Q~

A. Schedule 1 reflects the total cost of capital for the Company using AAWC's capital

stnlcture and costs of debt along with the range of common equity costs my analyses

support. The resulting total cost of capital is a range from 7.13 percent to 7.55 percent. I

recommend that a 7.34 percent total cost of capital be established for AAWC.

Q~ Does your cost of capital recommendation provide the Company with a sufficient

level of earnings to maintain its financial integrity?

Yes, it does. Schedule 11 shows the pre-tax coverage that would result if AAWC earned

my cost of capital recommendation. As the results indicate, my recommended range

would produce a coverage level within the benchmark range for a BBB' rated utility. In

addition, the debt ratio (which reflects the Company's proposed capital structure) is within

the benchmark for a BBB rated utility.

Q- Are you proposing a fair value rate of return in this proceeding?

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

A. No, I am not . In several recent testimonies I have filed before this Commission, I

developed a fair value rate of return ("FVROR") that was to be used in conjunction with a

fair value rate base ("FVRB"). In the present proceeding, AAWC is not requesting a

FVRB that differs from its original cost rate base, thus there is no reason to develop a

FVROR.

I

s

23

24

COMMENTS ON COMPANY TESTIMONY

Have you reviewed the testimony of AAWC witness Bente Villadsen?

25

Q~

A. Yes, I have. Dr: Villadsen is the Company's cost of equity witness.

A.

3 A rating indicating medium grade `mvestment quality.
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1 Q- Please summarize your understanding of Dr. Villadsen's methodologies and

2 conclusions.

3 A.

4

Dr. Villadsen's cost of equity analyses begins with the application of two methodologies

Risk-Positioning [CAPM]) which are performed for two

5

6

7

(DCF and groups of proxy

utilities (a group of eight water utilities and a group of ten natural gas local distribution

companies ["LDC"s]). Her ultimate recommendation, however, relies primarily on the

risk-positioning results for the LDC sarnple.4

8

9 Next,

10

11

12

13

she used her cost of equity estimates for each proxy company, along with the

respective market costs of debt and preferred stock, to calculate each firm's overall cost of

capital ("WTWACC") using the company market value capital structure. Then, she

calculates the samples' average ATWACC and the cost of equity for a capital structure

with 46.9 percent common equity (i.e., common equity ratio of AAWC).

14

15

16

Her conclusion is a cost of equity range of 11.5 percent to 12.5 percent. The request of

AAWC of l1.75 percent is within this range and at the mid-point.5

17

18 Q-

19

20

21

22

23

Do you agree with parts of Dr. Villadsen's analyses?

Yes, I do. The first step in her cost of equity analyses, as noted above, is the application

of DCF and CAPM (risk-positioning) methods to the two groups of proxy utilities. I have

prepared Schedule 12 to summarize the results of her DCF and CAPM analyses to the

water utility and LDC samples. These DCF and CAPM results all generally fall within a

range of 9 percent to 10 percent, which are consistent with my cost of equity results.

24

A.

4

5

Page 2, lines 15-25_

Page 3, lines 23-28.
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1 Q,

2 A.

3

4

5

Do you agree with the second step of Dr. Villadsen's cost of equity analyses?

No, I do not. Inoue that her development of WTWACC is an unnecessary step in the cost

of capital development for a utility and is clearly unconventional. I further note that use of

a market value capital structure is inappropriate and inconsistent with several decades of

public utility regulation.

6

7 Q.

8

9

10

11

12

Why is it improper to employ a market value capital structure, rather than a book

value capital structure, in developing the cost of capital for a utility?

Virtually every regulatory commission in the U.S. uses the book value of utility capital

structures to calculate the total cost of capital for ratemaking purposes. This is also the

case for this Commission. In addition, AAWC proposes to use its book value capital

structure to develop its totalcostof capital.

13

14

15

16

It is inconsistent to use market value capital structures to develop a cost of equity that is to

be applied to a book value capital structure. It also improperly inflates the required cost of

equity for regulated utilities .

17

18 Q, Does Dr. Villadsen's testimony provide any indications that her methodologies

19

20 A,

21

22

produce excessive results?

Yes. Page 46 of her testimony indicates that recent (2002-2008) cost of equity awards of

this Commission have averaged 9.2 percent, with the vast majority being below 10.0

percent. This contrasts sharply with her 11.75 percent recommendation in this proceeding.

23

24 Q- Does this conclude your Direct Testimony?

25

A.

A. Yes, it does.
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I
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1

1
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Economic Loss Analyses -- Testified in federal courts, state courts, and other adjudicative forums
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I

I
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I
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Schedule 1

ARIZONA-AMERICAN WATER COMPANY
TOTAL COST OF CAPITAL

Item Amount Percent Cost Weighted Cost

5.367%

5.463%

0.59%

2.59%

Short-Term Debt

Long-Term Debt

Common Equity

$43.811 ,094.00

$189,208,140.00

$166,123,326.00

10.98%

47.40%

41.62% 9.50% 10.50% 3.95% 4.37%

Total $399,142,560.00 100.00% 7.13% 7.55%

Mid-point 7.34%
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I
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Published articles in law reviews and other periodicals on the theory and purpose of regulation and
other regulatory subjects.

1
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regarding the economic loss sustained through personal and business injury whether due to bodily
harm, discrimination, non-performance, or anticompetitive practices. Testified on economic loss to a
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commercial bank resulting from publication ofadverse information concerning solvency. Testimony
has been presented on behalf of private individuals and business firms.

MEMBERSHIPS

American Economic Association
Virginia Association of Economists
Richmond Society of Financial Analysts
Financial Analysts Federation
Society of Utility and Regulatory Financial Analysts

Board of Directors 1992-2000
Secretary/Treasurer 1994-1998
President 1998-2000

RESEARCH ACTIVITY

Books andMajor Research Reports

"Stock Price As An Indicator of Performance," Master of Arts Thesis, Virginia Tech, 1970

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior Approval
in the Commonwealth of Virginia," prepared for the Bureau of Insurance of the Virginia
State Corporation Commission, with Charles Schotta and Michael J. Ilea, 197 l

"An analysis of the Virginia Consumer Finance Industry to Determine the Need for
Restructuring the Rate and Size Ceilings on Small Loans in Virginia and the Process by
which They are Governed," prepared for the Virginia Consumer Finance Association, with
Michael J. Ilea, 1973

State Banks and the State Corporation Commission: A Historical Review, Technical
Associates, Inc., 1974

1

I

"A Study of the Implications of the Sale of Wine by the Virginia Department of Alcoholic
Beverage Control", prepared for the Virginia Wine Wholesalers Association, Virginia Retail
Merchants Association, Virginia Food Dealers Association, Virginia Association of Chain
Drugstores, Southland Corporation, and the Wine Institute, 1983.

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An
Operational Review", prepared for the Bureau oflnsurance of the Virginia State Corporation
Commission, with Michael J. Ilea and Alexander F. Skidpan, 1988.

1

The Cost of Capital - A Practitioners' Guide, Society of Utility and Regulatory Financial

3
I

i
1
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Analysts, 1997 (previous editions in 1991, 1992, 1993, 1994, and 1995).

Papers Presented and Articles Published

"The Differential Effect of Bank Stnlcture on the Transmission of Open Market Operations,"
Western Economic Association Meeting, with Charles Schotta, 1971

"The Economic Objectives of Regulation: The Trend in Virginia," (with Michael J. Ilea),
William and Marv Law Review, Vol. 14, No. 2, 1973

"Evolution of the Virginia Banking Structure, 1962-1974: The Effects of the Buck-Holland
Bill", (with Michael J. Ilea), William and Marv Law Review, Vol. 16, No. 3, 1975

"Banking Structure and Statewide Branching: The Potential for Virginia", William arid Marv
Law Review, Vol. 18, No. 1, 1976

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past,
Present, and Future," William and Marv Business Review," Vol. l, No. 2, 1976

"Electronic Banking - Wave of the Future?" (with James R. Marchand), Journal of
Management and Business Consulting, Vol. 1, No. l, 1976

"The Pricing ofElectlicity" (with James R. Marchand), Journal ofManagement and Business
Consulting, Vol. 1, No. 2, 1976

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard D.
Rogers), University of Richmond Law Review, Vol. 11, No. 3, 1977

"When Is It In the 'Public Interest' to Authorize a New Bad<?", Universitv of Richmond Law
Review, Vol. 13, No. 3, 1979

"Banking Deregulation and Its Implications on the Virginia Banking Stricture," William and
Marv Business Review, Vol. 5, No. 1, 1983

"The Impact of Reciprocal Interstate BaM<ing Statutes on The Performance of Virginia Bank
Stocks", with William B. Hansson, Virginia Social Science Journal, Vol. 23, 1988

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal,
Vol. 24, 1989

"Identifying and Managing Community Bank Performance After Deregulation", with
William B. Harrison, Journal of Managerial Issues, Vol. II, No. 2, Summer 1990
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"The Flotation Cost Adj vestment To Utility Cost of Common Equity - Theory, Measurement
and Implementation," presented at Twenty-Filth Financial Forum, National Society oRate
of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993 .

Biography of Myon Edison Bristow, Dictionalv of Virginia Bioszraphv, Volume 2, 2001 .



Exhibit___(Dcp-1 )
Schedule 1

ARIZONA-AMERICAN WATER COMPANY
TOTAL COST OF CAPITAL

Item Amount Percent Cost Weighted Cost

Short-Term Debt 10.98% 5.367% 0.59%

Long-Tem Debt 47.40% 5.463% 2.59%

Common Equity

$43,811 ,094.00

$189,208,140.00

$166,123,326.00 41.62% 9.50% 10.50% 3.95% 4.37%

Total 8399,142,560.00 100.00% 7.13% 7.55%

Mid-Point 7.34%

i
I

i

l

I

1
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ECONOMIC INDICATORS

Year

Real

GDP

Growth*

Industrial

Production
Growth

Unemploy-

ment
Rate

Consumer
Price Index

Producer
Price Index

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

-8.9%
10.8%
5.9%
5.7%
4.4%
-1 .9%
1.9%
-4.4%

8.5%
7.7%
7,0%
6.0%
5.8%
7.0%
7.5%
9.5%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%

6.6%
3.7%
6.9%
9.2%

12.8%
11.8%
7.1%
3.6%

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
5.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5° /o

1983 _ 1991 Cycle

3.7% 9.5%
9.3% 7.5%
1.1% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
-2.0% 6.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.5%
6.1%
3.1%

0.6%
1 .7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.1%
-0.1%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

1992 - 2001 Cycle
3.1% 7.5%
3.3% 6.9%
5.4% 6.1%
4.8% 5.6%
4.3% 5.4%
7.2% 4.9%
5.9% 4.5%
4.3% 4.2%
4.2% 4.0%
-3.4% 4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1 .7%
1 .S%
2.1%
3.4%
1 .6%

1.6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%

Current Cycle

I

2002
2003
2004
2005
2006
2007

1.6%
2.5%
3.6%
2.9%
2.8%
2.0%

-0.1%
1.2%
2.5%
3.3%
2.2%
1.7%

5.8%
6.0%
5.5%
5 1 %
4.6%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%

1.2%
4.0%
4.2%
5.4%
1.1%
6.2%

*GDp=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.

»K

I
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ECONOMIC INDICATORS

Year

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

2002
1st Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr.

2.7%
2.2%
2.4%
0.2%

-3.8%
-1 .2%
0.8%
1.4%

5.6%
5.9%
5.8%
5.9%

2.8%
0.9%
2.4%
1.6%

4.4%
-2.0%
1.2%
0.4%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1.2%
3.5%
7.5%
2.7%

1.1%
-0.9%
-0.9%
1.5%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
32%
2.8%

2004
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

52%
4.4%
0.8%
7.2%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
2.6%
3.8%
1.3%

3,8%
3.0%
2.7%
2.9%

5.3%
5.1 %
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4 .O%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.7%
0.8%
1.5%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2001
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

0.1%
4.8%
4.8%
~0.2%

2.5%
1 .6%
1 .8%
2.2%

4.5%
4.5%
4.6%
4.8%

4.8%
5.2%
1.2%
6.4%

6.4%
8.8%
1.2%

10.8%

2008

i
I

1st Qtr.
2nd Qtr.
3rd Qtr.

0.9%
2.8%
-0.3%

1.8%
0.3%
-2.1 %

4.9%
5.3%
6.0%

2.8%
7.6%
2.8%

9.6%
14.0%
~0.4%

i
I

3

Source: Council of Economic Advisors, Economic Indicators, various issues.

1
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INTEREST RATES

Year
Prime
Rate

US Treas
T Bills

3 Month

US Treas
T Bonds
10 Year

Utility
Bonds
Ala

Utility

Bonds
Aa

Utility

Bonds
A

Utility
Bonds
Baa

1975

1976

1977

1978

1979

1980

1981

1982

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

5.84%
4.99%
5.21%
7.22%
10.04%
11 .51%
14.03%
10.69%

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.19%

10.09%
9.29%
8.61%
9.29%
10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%

1983

1984

1985

1986

1987

1988

1989

1990

1991

10.79%
12.04%
9.93%
8.33%
8.21 %
9.32%
10.87%
10.01%
8.46%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%

191s - 1982 Cycle
7.99% 9.03%
7.61 % 8.63%
1.42% B. 19%
8.41 % 8.87%
9.44% 9.85%

11 .46% 12.30%
13.93% 14.54%
13.00% 14.22%

1983 - 1991 Cycle
11 . 10% 12.52%
12.44% 12.12%
10.62% 11 .58%
7.68% 8.92%
8.39% 9.52%
8.85% 10.05%
8.49% 9.32%
8.55% 9.45%
7.86% 8.85%

12.83%
13.56%
12.06%
9.30%
9.17%
10.26%
9.56%
9.65%
9.09%

13.65%
14.03%
12.47%
9.58%
10.10%
10.49%
9.17%
9.86%
9_36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%

10.08%
9.55%

1992 ¢ 2001 Cycle

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

5.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91%

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.45%

7.01%
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%

8.19%
7.29%
8.07%
7.B8%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

B.55%
7.44%
8.21%
7.77%
1.57%
7.54%
6.91%
7.51%
8.06%
7.59%

8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.28%
7.88%
8.36%
8.02%

Current Cycle

2002
2003
2004
2005
2006
2007

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41%

4.61%
4.01%
4.27%
4.29%
4.80%
4.63%

m 7.19%
6.40%
6.04%
5.44%
5.84%
5.94%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
6.84%
6.40%
5.93%
6.32%
6.33%

I

I
!

1

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .1
I

Souroes: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin: various issues.
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INTEREST RATES

Year

Palme

Rhett

us Tluu
T Bills

3 Month

US Ynau
T Anna
10 Year

WI*'l uwwv
Buudt Bend!
A n [1] A;

grimy
Bands

A

Utility
Bonds
B u

mos
Jan
Feb
Mal
APP
may
Jure
_My
Aw
$€01
w
Nov
Dec

4.25%
4.25%
4.25%
425%
4.25%
4.00%
4 00%
4.00%
4.00%
4 00%
4.00%
4.00%

1.17%
mess
1 .13%
1 14%
1 .W%
0.95%
0.80%
0.9e%
0.8%
0.93%
0.9%
0.90%

4.06%
380%
3.81%
3.98%
3.57%
333%
398%
445%
4.27%
429%
4.30%
427%

11) 6.87%
wav.
e.56v.
5.47%
s 20%
612%
8.37%
548%
5.30%
629%
6.28%
e1a%

7.06%
8.93%
6.79%
6.64%
6.35%
6.21%
657%
6.78%
e,5e%
6.43%
8.37%
6.27%

7.47%
7.17%
795%
8.94%
6.47%
830%
8.87%
7.08%
8.87%
B.7B%
8.59%
e.81%

2004
Jai
Feb
Mar
N '
may
June

4.15%
488%

e.0e%
e. 10%
5.93%
8.33%
6.58%
6.30%
B.D9%
5.95%
5.79%
574%
5.79%
57B%

6.47%
528%
812%
B.45%
s 75%
B.B4%
B.87%
8.45%
627%
617%
5.15%
810%

4.00%
4.00%
4.00%
4.00%
4.00%
4 00%
4.25%
4.50%
4.75%
4.75%
5.00%
5.25%

0.89%
0.92%
0.94%
0.94%
1.04%
1.27%
1.35%
149%
1.65%
115%
:ness
2.20%

3.88%
435%
4 72%
473%
4.50%
428%
41394
4.10%
4. 19%
423%

6.15%
0.15%
597%
5.35%
652%
8.45%
9.27%
5.14%
5.98%
5.94%
587%
5.92%

JW
AW
$894
Of
Nov
Dec

2cus
Jen
Fen
Mar
Apr
Nov
June
J o
Aug
sew
w
Nov
DSC

2908

5.25%
5.50%
5.75%
5 75%
5.00%
6.25%
6.25%
6.50%
6.75%
6.75%
7.00%
7.25%

2. 32%
2.53%
2. 75%
2.79%
2. 85%
2. 99%
3. 22%
3.45%
3.47%
3.70%
3.90%
3. 89%

4.22%
4.17%
4.50%
4.34%
4.14%
4.00%
4.18%
425%
4.20%
4.45%
4.54%
4.47%

5.58%
555%
57e%
558%
5.35%
5.05%
5. 15%
523%
5.27%
550%
5 59%
555%

5.78%
5 BI%
5. 83%
5. 54%
5. 51%
5.40%
5. 51 *as
5.50%
5. 52%
5. 79%
5.88%
530%

595%
s 75%
501%
5.95%
5.88%
5.70%
5.81%
5ao%
5.83%
6.08%
619%
s 14%

Ja'l
Feb
Mar
AP'
May
June
July
AW
$591
O f
Nov
Dec

1. 59%
7. 50%
715%
7.75%
8.00%
8.25%
B.25%
8.25%
e. 25%
e. 25%
a 25%
8.25%

4.20%
4.41%
451%
4.59%
4.72%
4.79%
4.96%
4.98%
4.82%
4.89%
4.95%
4.85%

442%
457%
472%
4.99%
511%
5.11%
50394
48as%
4.72%
4.73%
460%
456%

5.50%
5.55%
5.71%
8.02%
6.16%
618%
6.13%
5.97%
531%
5.80%
561%
5.62%

5.75%
5.82%
5.98%
8.29%
B.42%
8.40%
5.37%
8.20%
6.00%
5.98%
5.80%
5.81%

506%
s.11%
926%
854%
559%
6.51%
G 81%
843%
B.26%
814%
604%
B.D5%

zool
Jan

Feb

Mar

A91

M n
June

-My

A09

S894
OC!

Nov

Der:

a 25%
8.25%
8.25%
a 25%
8 25°/u
6.25%
8.25%
8.25%
7.75%
75014
7.50%
7.25%

4.96%
5.02%
4.97%
4.88%
4 77%
4.53%
484%
4 34%
401 so
3.97%
3.49%
3.08%

418%
412%
456%
469%
475%
5. 10%
500%
4 87%
452%
4 53%
4 15%
419%

5.78%
5.73%
5.68%
533%
588%
518%
511%
e 11%
610%
6.04%
587%
803%

5.96%
590%
556%
5.97%
589%
530%
B25%
614%
618%
5.11%
5.97%
a 18%

6 16%
B 10%
B10%
824°/>
623%
6.54%
e 49%
8.51%
645%
e.36%
627%
6.51%

2898

Jain

Feb

Mar

Aw
May

June

July

Aus

gem
O f

Nov

6.00%
6.00%
5.25%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.00%
4.00%

2.86%
221%
1.38%
132%
1.71%
1.90%
1.72%
1.79%
1.45%
0.84%

3 74%
314%
3.51%
3.88%
15.88%
4.10%
401%
3.89%
369%
3.81%

5 87%
5.04%
5 99%
599%
807%
519%
S.13%
6.08%
s 13%
695%
8.83%

6.02%
621%
6.21%
6.29%
627%
638%
640%
6.37%
6.49%
756%
7.6-0%

5 35%
550%
8.68%
B.B2%
5.79%
633%
6.37%
638%
7.15%
e 58%
8.98%

;
!

I

!
I

1
1

E

[t] Note: Moodys has not published Aaa utwiw bond yields since 2001

Sources. Council of Economic Advisors, Economic Indicators; Moody'5 Bond Record, Federal

Reserve Bulletin, various issues.
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STOCK PRICE INDICATORS

Year
S&P NASDAQ

Composite [1] Composite [1] DJIA

S&P
DIP

S&P
EIP

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844.40
891.41
932.92
884.36

4.31%
3.77%
4.52%
5.28%
5.47%
5.26%
5.20%
5.81%

9.15%
8.90%
10.79%
12.03%
13.46%
12.66%
11 .96%
11.60%

1983 11 1991 Cycle

[1]

4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%

8.03%
10.02%
8.12%
6.09%
5.48%
8.01%
7.41%
6.47%
4.79%

1983
1984
1985
1986
1987
1988
1989
1990
1991

[1]
322.84
334.59
376.18 491 .69

1 ,190.34
1 ,178.48
1 ,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

1992 - 2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

$415.74
$45121
$460.42
541 .72
670.50
873.43

1,085.50
1,327.33
1 ,427.22
1,194.18

$599226
715.16
751 .65
925.19

1,164.96
1,469.49
1,794.91
2,728.15
3,783.67
2,035.00

3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441.15
8,625.52
10,464.88
10,734.90
10,189.13

2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1.49%
1.25%
1.15%
1.32%

4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3. 17%
3.83%
2.95%

Current Cycle

2002
2003
2004
2005
2006
2007

993.94
965.23

1,130.65
1,207.23
1,310.46
1,477,19

1,539.73
1,647.17
1,986.53
2,099.32
2,263.41
2,578.47

9,226.43
8,993.59

10817339
10,547.67
11 ,408.67
13,169.98

1.61%
1.77%
1.72%
1.83%
1.87%
1.86%

2.92%
3.84%
4.89%
5.36%
5.78%
5.29%

i
I

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic indicators, various issues.

I



\

Schedule 2
Page 6 of 6

STOCK PRICE INDICATORS

YEAR
$&P

Composite
NAS DAQ

Composite DJIA
S&P
DIP

S&P
EIP

2002
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1.131.56
1,068.45
894.65
887.91

1,879.85
1,641.53
1,308.17
1 ,46.07

10,105.27
9,912.70
8,487.59
8,400.17

1.39%
1.49%
1.76%
1.79%

2.15%
2.70%
3.68%
3.14%

2003
1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

860.03
938.00

1,000.50
1,056.42

1 ,350.44
1 ,521 .92
1,765.96
1,934.71

8,122.83
8,684.52
9,310.57
9,856.44

1.89%
1.75%
1.74%
1.69%

3.57%
3.55%
3.87%
4.38%

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2,041.95
1,984.13
1 ,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71%
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

2005
1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11%
5.32%
5.42%
5.60%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1283.04
1,281.77
1,288.40
t,389.48

2,287.97
2,240.45
2,141 .97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91 %
1.81 %

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,425.30
1 ,496.43
1,490.81
1 ,494.09

2,444.85
2,552.37
2,609.68
2,701 .59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.86%
1.91 %

5.85%
5.65%
5.15%
451%

2008

E

1 st Qtr.
2nd Qtr.
3rd Qtr.

1,350.19
1,371.65
1,251 .94

2,332.91
2,426.28
2,290.87

12,383.86
12,508,59
11,322.40

2.11%
2.10%
2.29%

4.55%
4.01%

[1] Note: Mis source did not publish Me S&P Composite prior to 1988 and the NASDA(
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic indicators, various issues.
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Exhibit (DCP-1 )
Schedule 3

AMERICAN WATER WORKS
CAPITAL STRUCTURE RATIOS

2006 _ 2008

YEAR
COMMON
EQUITY

PREFERRED
STOCK

LONG-TERM
DEBT

SHORT-TERM
DEBT

2006 $3,817,397
39.4%
43.9%

$1,779,043
18.3%
20.5%

$3,096,404
31.9%
35.6%

$1,007,128
10.4%

2007 $4,542,046
47.5%
49. 1 %

$28,864
0.3%
0.3%

$4,674,837
48.9%
50.6%

$316,969
3.3%

Sept. 30, 2008 $4,162,357
44.8%
47.0%

$28,774 $4,669,502
50.3%
52.7%

$423,021
4.6%

Source: American Water Capital Corp. Prospectus for Senior Notes dated November 21, 2008.

K

1
I

i

3
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Exhibit___(Dcp-1)
Schedule 4

PROXY WATER UTILITIES
COMMON EQUITY RATIOS

COMPANY 2003 2004 2005 2006 2007

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

43%
44%
46%
51 %

48%
45%
51%
63%

47%
44%
51%
53%

50%
38%
55%
56%

50%
43%
57%
52%

Average 46% 52% 49% 50% 51%

AUS Utility Reports Group

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp,
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

43%
44%
37%
46%
52%
41%
54%
51%
50%

48%
45%
36%
51%
53%
46%
56%
63%
48%

47%
44%
38%
51%
55%
42%
57%
53%
46%

50%
38%
38%
55%
54%
49%
56%
56%
51%

50%
43%
48%
57%
50%
48%
52%
52%
48%

Average 46% 50% 48% 50% 50%

Villadsen Water Sample

1

I

1
1

I

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

43%
44%
46%
52%
41%
54%
51%
50%

48%
45%
51%
53%
46%
56%
63%
48%

47%
44%
51%
55%
42%
57%
53%
46%

50%
38%
55%
54%
49%
56%
56%
51%

50%
43%
57%
50%
48%
52%
52%
48%

l

l
i

3

Average 48% 51% 49% 51% 50%

Source: AUS Utiiitly Reports.
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Exhibit (DCP-1 )
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Page 1 of 4

PROXY WATER UTILITIES
DIVIDEND YIELD

COMPANY DPS
September - November, 2008
HIGH LOW AVERAGE YIELD

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

$1.00
$0.54
$1 .17
$0.24

$41 .20
$19.14
$42.50
$13.40

$27.00
$12.20
$27.68
$3.81

$34.10
$15.67
$35.09
$8.61

2.9%
3.4%
3.3%
2.8%

Average 3.1%

Aus Utility Reports Group

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

$1.00
$0.54
$0.71
$1 .17
$0.89
$0.71
$0.64
$0.24
$0.48

$41.20
$19.14
$1753
$42.50
$28.95
$17.95
$30.42
$13.40
$14.66

$27.00
$12.20
$13.00
$27.68
$19.26
$12.05
$20.05
$3.81

$10.25

$34.10
$15.67
$15.27
$35.09
$24.11
$15.00
$25.24
$8.61
$12.46

2.9%
3.4%
4.7%
3.3%
3.7%
4.7%
2.6%
2.8%
39%

Average 3.6%

Villadsen Water Sample

American States Water Co,
Aqua America, Inc.
California Water Service Group
Connecticut Water Sen/ice, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

$1 .00
$0.54
$1.17
$0.89
$0.71
$0.64
$0.24
$0.48

$41 .20
$19.14
$42.50
$28.95
$17.95
$30.42
$13.40
$14.66

$27.00
$12.20
$27.68
$19.26
$12.05
$20.05
$3.81

$10.25

$34_10
$15.67
$35.09
$24.11
$15.00
$25.24
$8.61
$12.46

2.9%
3.4%
3.3%
3.7%
4.7%
2.6%
2.8%
3.9%

I
1
1

Average 3.4%

1

Source; Yahoo! Finance.
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PROXY WATER UTILITIES
RETENTION GROWTH RATES

COMPANY 2003 2004 2005 2006 zoo? Average 2008 2009 '11-'13 Average

...nun-lla ..1.....-11- - - -

Value Llne Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

-0.7%
4.8%
0.7%
6.5%

1.2%
4.8%
2.2%
1.5%

3.3%
5.0%
2.1%
2.2%

2.6%
4.1%
1.1%
2.7%

33%
3.2%
11%
-1 .3%

2.0%
4.4%
1.4%
2.3%

4.5%
3.0%
2.5%
0.5%

5.5%
3.5%
4.0%
1 .5%

7.5%
4.0%
5.5%
4.5%

5.8%
3.5%
4.0%
2.2%

Average 2.5% 3.9%

-

AUS Utlllty-Reports Group

4.5%
3.0%

5.5%
3.5%

7.5%
4.0%

5.8%
3.5%

2.5% 4.0% 5.5% 4.0%

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc,
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

-0.7%
4.8%
1.5%
0.7%
3.0%
_0.5%
4.5%
5_5%
2.5%

1.2%
4.8%
2.0%
2.2%
3.1%
0.8%
4.7%
1.5%
2.5%

3.3%
5.0%
2.8%
21%
0.6%
0.5%
6.1%
2.2%
3.0%

2.6%
4.1 %
4.0%
1.1 %
» 0.4%
1.5%
9.5%
2.7%
2.4%

3.8%
3.2%
2.4%
1.1%
1.6%
1.8%
3.4%
-1 .3%
1.5%

2.0%
4.4%
2.5%
14%
1.6%
0.8%
5.6%
2.3%
2.4%

0.5% 1 .5% 4.5% 2.2%

Average 2.6% 3.9%

Wlladsen Water Sample

4.5%
3.0%
2.5%

5.5%
3.5%
4.0%

7.5%
4.0%
5.5%

5,8%
3.5%
4.0%

American States Water Co.
Aqua America, inc.
California Water Service Group
Connecticut Water Service. Inc,
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

-0.7%
4.8%
0.7%
3.0%
-0.5%
4.5%
6.5%
2.5%

1.2%
4.8%
2.2%
3.1%
0.8%
4.7%
1.5%
2.5%

3.3%
5.0%
21%
0.6%
0.5%
6.1%
2.2%
3.0%

2.6%
4.1%
1.1%
~0.4%
1.5%
9.5%
2.7%
2.4%

3.8%
3.2%
1.1%
1.6%
1.8%
3.4%
-18%
1.5%

2.0%
4.4%
1.4%
1 .5%
0.B%
5.6%
2.3%
2.4%

0.5% 1,5% 4.5% 2.2%

Average 2.s% 4.4%

5.1- up

Source; AUS Utility Reports and Value Line Investment Survey.

il

I
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PROXY WATER UTILITIES
PER SHARE GROWTH RATES

COMPANY
5-Year Historic Growth Rates

EPS DPS BVPS Average
Est'd '05-'07 to '11-'13 Growth Rates

EPS DPS BVPS Average

Value Line Water Group

W

\

American States Water Co.
Aqua America, Inc.
California water Service Group
Southwest Water Co.

3,9%
5.6%
3.7%
-4.5%

2.0%
8.5%
0.7%
8.9%

4,5%
10.9%
7.1%
7.0%

3.5%
8.3%
3.8%
3.8%

11.0%
7.5%
10.0%
9.5%

5.0%
5.5%
2.0%
6.0%

25%
5.5%
4.0%
1.0%

6.2%
6.2%
5.3%
5.5%

Average 4.9% 5.8%

AUS Utility Reports Group

11.0%
7.5%

5.0%
5.5%

2.5%
5.5%

6.2%
6.2%

10.0% 2.0% 4.0% 5.3%

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

3.9%
5.6%
3.4%
3.7%
-0.4%
3.6%
5.9%
-4.5%
7.3%

2.0%
8.5%
5.3%
0.7%
1.2%
1.8%
5.8%
8.9%
6.5%

4.5%
10.9%
7.0%
7.1%
3.8%
53%
9.0%
7.0%
8.9%

3.5%
8.3%
5.2%
3.8%
1.5%
3.g%
69%
3.8%
7.6%

9.5% 6.0% 1.0% 5.5%

Average 4.9% 5.8%

Villadsen Water Sample

11.0%
7.5%
10.0%

5.0%
55%
2.0%

2.5%
5.5%
4.0%

6.2%
6.2%
5.3%

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

3.9%
5.6%
3.7%
-0.4%
3 6 %
5.9%
-4.5%
7.3%

2.0%
8.5%
0.7%
1.2%
1.8%
5.8%
8.9%
6.5%

4.5%
10.9%
7,1%
3.6%
5.3%
9.0%
7.0%
8.9%

3.5%
8.3%
3.8%
1.5%
3.9%
5.9%
3.8%
7.6%

9.5% 6.0% 1.0% 5.5%

Average 4.9% 5.8%

I

Sourced Aus Utility Reports and Va\ue Line Investment Survey.

i

I

E
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PROXY WATER UTILITIES
DCF COST RATES

COMPANY
ADJUSTED

YIELD

HISTORIC
RETENTION

GROWTH

PROSPECTIVE
RETENTION

GROWTH

HISTORIC
PER SHARE

GROWTH

PROSPECTIVE FIRST CALL
PER SHARE EPS

GROWTH GROWTH
AVERAGE
GROWTH

DCF
RATES

Value Llne Water Group

American States Water Co.
Aqua America,Inc.
Cdifomia Waler Service Group
Southwest Water Co.

3.0%
3.5%
3.4%
2.8%

2.0%
4.4%
14%
2.3%

5.8%
3.5%
4.0%
2.2%

3.5%
8.3%
3.8%
3.8%

6.2%
6.2%
5.3%
5.5%

4.0%
7.0%
B.(:I%
5.0%

4.3%
5.9%
45%
3.8%

7.3%
9.4%
7.9%
8.8%

Mean 3.2% 2.5% 3.9% 4.9% 5.8% 6.0% 4.6% 7.8%

Median 3.2% 2.2% 3.8% 3.8% 5.8% 6.0% 4.4% 1.8%

CompositeMean 5.7% 7.1% 8.1% 9.0% s .iv. 7.8%

CompositeMedian 5.4% 7.0% 7.0% 9.0% 8.2% 7.6%

AUS U!IIIty Reports Group

5.8%
3.5%

6.2%
6.2%

4.0% 5.3%

American States Water Co.
Aqua America, Inc.
ArtesianResources Corp.
Callfomia WaterService Group

Connecticut Water Service, Inc.
Middlesex Water

SJW Corporation
Souihwesl Waler Co.
York Water Company

3.0%
3.5%
4.8%
3.4%
3.8%
4.8%
2.6%
2.8%
4.0%

2.0%
4.4%
2.5%
1.4%
1.8%
0.8%
5.6%
23%
2.4%

2.2%

3.5%
8.3%
5.2%
3.8%
1.5%
3.9%
6.9%
3.8%
7.6%

5.5%

4.0%
7.0%
5.0%
8.0%
15.0%
8.0%
10.0%
5.0%
8.0%

4.3%
5.9%
4.2%
4.5%
6.0%
4.2%
7.5%
3.B%
60%

7.3%
9.4%
9.0%
7.9%
9.8%
9.1 %

10.2%
8.6%
10.0%

Mean 3.7% 2.6% 3.9% 4.9% 55% 7.8% 5.2% 8.B%

Median 35% 2.3% 3.8% 3.9% 5.8% 8.0% 45% 9.1%

CornpositeMean 6.2% 7.5% 8.6% 9.4% 11.4% 8.8%

Composite-Median 5.9% 7.3% 7.5% 9.4% 11.5% 8.1%

Villadsen Water Sample

AmericanStates Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corpora&i<Jn
Southwest Water Co.
York Waler Company

3.0%
3.5%
3.4%
38%
48%
2.6%
2.8%
4.0%

2.0%
44%
1 .4%

1 .6%
0.B%

5.6%
2.3%
2.4%

5.8%
3.5%
4.0%

3.5%
8.3%
3.8%
15%
19%
6.9%
38%
75%

6.2%
6.2%

5.3%

4.0%
7.0%
8.0%
15.0%
8.0%
10.0%
5.0%
8.0%

4.3%
5.9%
4.5%
60%
4.2%
7.5%
3.7%
60%

73%
9.4%
7.9%
9.8%
9.1 %
10.2%
6.5%

10.0%

Mean 35% 2.6% 4.4% 49% 5.9% 8.1% 53% 8,8%

f
I

3.5% 2.2% 4.0% 3.9% 5.2% 8.0% 5.2% 9.2%Median

Coma>ositeMean 5.1% B.0% 8.4% 9.4% 11.6% 8.8%

Composite-Median 5.7°/, 7.5% 7.4% 9.6% 11.5% 8.7%

Note: negativeaveragegrowth rates excluded from above DCF analyses.
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Exhibit (DCP-1 )
Schedule 6

STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE
20-YEAR
T-BOND

RISK
PREMIUM

i
I

$1 ,977.00
$1 ,978.00
$1 ,979.00
$1,980.00
$1 .981 .00
$1 ,982.00
$1 ,983.00
$1 ,984.00
$1 ,985.00
$1 ,986.00
$1 ,987.00
$1 ,988.00
$1 ,989.00
$1 ,990.00
$1 ,991 .00
$1 ,992.00
$1,993.00
$1 ,994.00
$1 ,995.00
$1 ,996.00
$1 ,997.00
$1 ,998.00
$1 ,999.00
$2,000.00
$2,001 .00
$2,002.00
$2,003.00
$2,004.00
$2,005.00
$2,006.00
$2,007.00

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$19.09
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.69
$27.59
$48.73
$58.55
$69.93
$81 .51
$66.17

$79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59

15.00%
16.55%
15.06%
14.50%
11 .39%
12.23%
13.90%
11 .80%
11 .49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11%
16.33%
14.62%
17.29%
16.22%
7.43%
8.36%
14. 15%
14.98%
16.12%
17.03%
12.80%

7.90%
8.86%
9.97%
11 .55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81%
8.19%
8.22%
7.26%
7. 17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%
4.86%

7.10%
7.69%
5.09%
2.95%
-2.11%
1 .85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
5.11%
6.07%
9.78%
9.02%
10.93%
9.69%
8.79%
11.72%
9.72%
1 .90%
2.77%
9.35%
9.96%
11 .43%
12.35%
7.94%

Average 14.09% 7.69% 6.45%
\

1

1

1

Sources: Standard 81 Poor's Analysts' Handbook and Morningstar 2008 Yearbook.
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PROXY WATER UTILITIES
CAPM COST RATES

an-u-4

COMPANY
RISK-FREE

RATE BETA
RISK

PREMlUM
CAPM
RATES

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California WaterService Group
SouthwestWater Co.

4.35%
4.35%
4.35%
435%

0.95
1.00
1.10
1.05

5.90%
5.90%
590%
5.90%

10.0%
10.3%
10.8%
10.5%

Mean 10.4%

Median 10.4%

u-nu-nunIli

Aus Utility Reports Group

0.95
1.00

10.0%
10.3%

American States Water Co.
Aqua America, Inc,
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co
York Water Com party

4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%

1.10
0.80
0.90
1.15
105
0.50

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

10.8%
9.1%
9.7%
11_1%
10.5%
7.3%

Mean 9.8%

Median 10.1%

Villadsen Water Sample

American States Water Co
Aqua America, Inc.
California Water ServiceGroup
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest WaterCo.
York Water Company

4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%

0.95
1,00
1.10
0.80
0.90
1.15
1.05
0.50

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

10.0%
10.3%
10.8%
9.1%
9.7%
11.1%
10.5%
7.3%

8
Mean 9.8%

5 Median 10.1%

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, Morningstar
2008 Yearbook.
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Exhibit__(Dcp-1)
Schedule 9

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 _ 2007

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO
BOOK RATIO

1992 12.2% 271%

1993 13.2% 272%

1994 16.4% 246%

1995 16.6% 264%

1996 17.1% 299%

1997 16.3% 354%

###### 14.6% 421%

#4###4¢# 17.3% 481%

###4¢## 16.2% 453%

###### 7.5% 353%

l4l14¢#944444t 8.4% 296%

###### 14.2% 278%

=w#¢## 15.0% 291%

###### 16.1% 278%

###=#=#4¢ 17.0% 277%

####### 12.8% 284%
E

3
1 Averages:

1992-2001 14.7% 341%

2003-2007 15.0% 282%

Source: Standard & Poor's Analyst's Handbook, 2008 edition, page 1.



Exhibit_(ocp-1 )
Schedule 10
Page 1 of 2

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
S&P

STKRANK

S & P's 500
Composite 2.7 1.05 B++ B+

Value Line Water Group 3.0 1.03 B+ B+/A-

2.9 0.93 B+ B+/A-AUS Utility Reports Group

Villadsen Water Sample 2.9 0.93 B+ B+/A-

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the later representing the highest level.
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Exhibit (DCP-1 )
Schedule lo
Page 2 of 2

RISK INDICATORS

COMPANY

VALUE LINE
SAFETY

VALUE LINE
BETA

VALUE LINE
FINANCIAL
STRENGTH

S& P
STOCK

RANKING

-_-an-

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

3
3
3
3

0.95
1.00
1.10
1.05

B++
B+

B++

B

3.57
3.33
3.67
3.00

B+

A
B+
B+

3.33
4.00
3.33
3.33

Average 3.0 1.03 B+ 3.42 B+/A- 3.50

AUS Utility RepoM Group

3
3

0.95
1.00

B++
B+

3.67
3.33

B+

A
3.33
4.00

American States Water Co .
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

3
2
3
3
3
3

1.10
0.80
0.90
1.15
1.05
0.50

B++
B+
B+
B+

B
B+

3.67
3.33
3.33
3.33
3.00
3.33

B+
A-

B+
A_
B+

3.33
3.67
3.33
3.67
3.33

Average 2.9 0.93 B+ 3.31 B+lA- 3.52

Villadsen Water Sample

American States Water Co.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

3.0
3.0
3.0
2.0
3.0
3.0
3.0
3.0

0.95
1.00
1.10
0.80
0.90
1.15
1.05
0.50

B++
B+
B++
B+
B+
B+
B

B+

3.67
3.33
3.67
3.33
3.33
3.33
3.00
3.33

B+
A

B+
A-
B+
A-
B+

3.33
400
3.33
3.67
3.33
3.67
3.33

Average 2.9 0.93 B+ 3.37 B+/A- 3.52

Sources: Standard 8. Poor's Stock Guide and Value Line Investment Survey.

it l Illllll II llllllllllllll I H H l l ml I I l l lllll llllll\l\1llllll\\\1l\Hlll l l mu I ll Il W l ulm ll lllllll l ll I ml l l ulllll I I'll lllllllllll llllll llllllll l Ill
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Exhibit (DCP-1 )

Schedule 11

ARIZONA-AMERICAN WATER COMPANY
PRE-TAX COVERAGE

ITEM PERCENT
COST
RATE

WEIGHTED
COST

PRE-TAX
COST

Short-Term Debt 10.98% 5.37% 0.59% 0.59%

Long-Term Debt 47.40% 5.46% 2.59% 2.59%

Common Equity 41.62% 10.000% 4.16% 6.94% (1)

TOTAL CAPITAL 100.00% 7.34% 10.12%

(1) Post-tax weighted cost divided by .60 (composite tax factor)

10.12%/(0.59% + 2.59%)Pre-tax coverage :
3.18 x

Standard & Poor's Utility Benchmark Ratios:

A BBB

Pre-tax coverage (X)
Business Position;

3 2.8x - 3.4x t.8x - 2.8x

I

Total Debt to Total Capital (%)
Business Position

E
1
l

i
I

!
3 50% - 55% 55% - 65%

I

Note: Standard & Poor's no longer employs the pre-tax coverage
ratios as one of its qualitative ratings criteria. The above-cited

S8¢P benchmark ratios reflect the 1999 criteria reported by S&P.
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EXhlbl\___.(DCP-1)
s¢h¢4ul= 12

SUMMARY OF DISCOUNTED CASH FLOW AND CAPITAL ASSET pRlclnc MODEL RESULTS
AS DEVELOPED IN ARIZONA-AMERICAN WATER COMPANY WITNESS WLLADSEN'S TESTIMONY

Gruuplcompany

Simple Mu!1i» Stage
DCF Reruns DCF Results

Lang-Term Risk-Flea Ram
CAPM Resins ECAPM Results ECAPM Resndts

(0.5'/>l (1.5%)

Short-Term Risk-Free Rate
CAPM Resutta ECAPM Results ECAPM Resits ECAPM Result

M .0%) r2%l r a w

water Sam pk

Amman ShesWaterCu.
Aqua Amefiea, lm.
Ca4a1~° nruaWater Service Group
Comedian Water Service, inc.
Mimle5ex Water
SJW Corpmadon
Southwest Wetef co.
York Water Company

9.0%
13.1%
12.1%
4.8%
4.7%
12.4%
15.6%
3B%

5.1%
B.6%
9.2%
7.8%
7.9%
7.9%
8.5%
7.3%

106%
9.6%
12, 1 %
9.2%
9.6%
11 .$%
10.5%
5.8%

10.6%
9.7%

12.0%
9.3%
9.7%
11.5%
10.6%
6.1%

10.7%
9.9%
11.8%
9 5 %
9.9%
11 4%
101%
5.9%

10.0%
8.8%
11 .8%
8.2%
8.8%
11 .2%
10.0%
4.0%

10.0%
8.9%
11 .6%
8.4%
8.9%
11.0%
10.0%
4.8%

10.0%
9.1%
11.4%
8.7%
9.1%
10.9%
10.0%
5.5%

10.1%
9.3%

111%
8.9%
9 3 %
10.8%
10.1%
5 3 %

8.4% 8.2% 93% 9.9% 19.1% 9 1 % 9.2% 9.3% 9.5%
Moan

105% 8.0% 10.1% 10.2% 10.3% 9.4% 9.5% 9.5% 9.7%
Median

Gas LDC Sample

AGL Resources
Athos Energy
Nimr
Laded Gf°iP
New Jersey Resouwes
NuMbest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Scumwesx Gas
WGL Resources

9.9%
10.1%
B.5%
7.7%
8.1%
BA%
9.1%

10.4%
BA%
73%

9.8%
9.8%
9.3%
9.0%
8 3 %
8 2 %
9.0%
8.5%
B.1%
8.9%

9.2%
9.2%
10.6%
10.1%
9.2%
9.5%
9.2%
9 2 %
9 5 %
9 1 %

9.3%
9.3%
10.6%
10.2%
9.3%
9.7%
9.3%
9.3%
9.7%
9.3%

9.5%
9.5%
10.7%
10.3%
9.5%
9.9%
9.5%
9.5%
9.9%
9.5%

8.2%
8.2%
10.0%
9.4%
8.2%
8.8%
8.2%
8.2%
8.8%
8.2%

13.4%
8.4%
1D.0%
9.5%
8.4%
8.9%
8.4%
B.4%
8.9%
8 4 %

B.7%
8.7%
'\0.0%
9.6%
8.7%
9.1%
8.7%
5.7%
9.1%
8.7%

8.9%
5.9%

10.1%
9 1 %
89%
9.3%
8.9%
B.9%
9 3 %
8.9%

8.9% 8.9% 9.5% 96% 9.8% 8.5% 8.8% 90% 9.2%
Mean

8.5% 90% 92% 8.3% 95% 82% 84% 8.7% 8.9%
Mahan

Souses: Vntladsen testimony, Table Nos. BV-6, BV-7, BV-10, BV-19, and BV-22.
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EXHIBIT A-17
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BEFORE THE ARIZONA CORPORATION commlssIon

KRISTIN K. MAYES
Chairman

GARY PIERCE
Commissioner

SANDRAD. KENNEDY
Commissioner

PAUL NEWMAN
Colmnissioner

BOB STUMP
Commissioner

IN THE MATTER OF THE APPLICATION OF
BLACK MOUNTAIN SEWER CORPORATION,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE OF
ITS UTILITY PLANT AND PROPERTY AND
FOR INCREASES IN ITS RATES AND
CHARGES FOR UTILITY SERVICE BASED
THEREON

)
)
)
>
)
)
)
)

DOCKET NO. SW-0236lA»()8-0609

l

i

I

DIRECT

TESTIMONY

OF

JUAN c. MANRIQUE

PUBLIC UTILITIES ANALYST I

UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

SEPTEMBER 21, 2009
I

|

1

EXHIBIT

AS
ADMIN. NOTICE
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EXECUTIVE SUMMARY
BLACK MOUNTAIN SEWER CORPGRATION

DOCKET NO. SW-02361A-08-0609

The Direct Testimony of Staff witness Juan C. Manrique addresses the following issues:

Capital Structure ,- Staff recommends that the Commission adopt a capital structure for Black
Mountain Sewer Corporation ("Applicant") for this proceeding consisting of 0.0 percent debt
and 100.0 percent equity. Although the Applicant has debt in the form of capital leases, the
Commission has directed (Decision Nos. 59944) recovery of the lease costs as operating
expense.

Cost of Equity -- Staff recommends that the Commission adopt a 9.6 percent return on equity
("ROE") for the Applicant. Staff's estimated ROE for the Applicant is based on cost of equity
estimates for the sample companies ranging from 9.8 percent for the capital asset pricing model
("CAPM") to 10.7 percent for  the discounted cash  flow method ("DCF"). S t a ffs  ROE
recommendation includes a 0.7 percent downward adjustment to reflect a lower financial risk in
the Applicant's capital structure compared to that of the sample companies.

Overall Rate of Return - Staff recommends that the Commission adopt an overall rate of return
("ROR") of 9.6 percent, i.e. the ROE, since the recommended capital structure includes no debt. :

i

i
I

Mr. Bourassa's Testimonv - The Commission should reject the Company-proposed 12.8 percent
ROE for the following reasons:

I

I
I

Mr. Bourassa's DCF estimates rely exclusively on analysts' forecasts. In addition
Mr. Bourassa's DCF constant-growth analysis does not include dividend growth.

i

1

I

1

{
i
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1 1. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3

4

5

My name is Juan C. Manrique. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q-

8

9

10

Briefly describe your responsibilities as a Public Utilities Analyst.

In my position as a Public Utilities Analyst, I perform studies to estimate the cost of

capital component in rate filings to determine the overall revenue requirement and analyze

requests for financing authorizations.

11

12 Q. Please describe your educational background and professional experience.

I

I
3

1

|
l13 A.

14

15

16

I graduated from Arizona State University and received a Bachelor of Science degree in

Finance. My course of studies included courses in corporate and international finance,

investments, accounting, statistics, and economics. began employment as a Staff Public

Utilities Analyst in October 2008. My professional experience includes two years as a

Loan Officer with a homebuilder and as an Associate for an Investor Relations firm.

1

1

1

1

17

18

19 Q-

20 A.

21

22

What is the scope of your testimony in this case?

My testimony provides Staff's recommended capital structure, return on equity ("ROE")

and overall rate of return ("ROR") for establishing the revenue requirement for Black

Mountain Sewer Corporation ("Black Mountain" or "Applicant").

a
I

:

23

24 Q . Please provide a brief description of Black Mountain and its relation to affiliates.

25 Black Mountain is a Subchapter "C" corporation. Black Mountain is owned by Algonquin

26 Water Resources of America, Inc. ("AWRA"). AWRA is an indirect wholly owned

1

A.

A.

A.
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subsidiary of Algonquin Power Income Fund which is publicly traded on the Toronto

Stock Exchange. Black Mountain is a sister company to other public service corporations

regulated by the Commission including: Bella Vista Water Company, Litchfield Park

Service Company, Northern Sunrise Water Company, Southern Sunrise Water Company

and Gold Canyon Sewer Company.

Briefly summarize how Staff's cost of capital testimony is organized.

I

Summary of Testimony ad Recommendations

Q-

A. Staff's cost of capital testimony is presented in ten sections. Section I is this introduction.

Section II discusses the concept of weighted average cost of capital ("WACC"). Section

III presents the concept of capital structure and presents Staff's recommended capital

structure for Black Mountain in this proceeding. Section W discusses the concepts of

ROE and risk. Section V presents the methods employed by Staff to estimate Black

Mountain's ROE. Section VI presents the findings of Staffs ROE analysis. Section VH

presents Staff's final cost of equity estimates for Black Mountain. Section VIII presents

Staffs ROR recommendation. Section IX presents Staff's comments on the Direct

Testimony of the Applicant's witness, Mr. Thomas J. Bourassa. Finally, Section X

presents the conclusions.

I
i,

Q. Have you prepared any exhibits to accompany your testimony?

A. Yes. I prepared eight schedules (JCM-_ to JCM-8) that support Staffs cost of capital

analysis.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- What is Staff's recommended rate of return for Black Mountain?

A. Staff recommends a 9.6 percent overall ROR as shown in Schedule JCM-1. Staff's ROR

recommendation is based on cost of equity estimates for Black Mountain that range from
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10.7 percent using the capital asset pricing model ("CAPM") to 9.8 percent using the

discounted cash flow method ("DCF'). Staffs ROR recommendation reflects a 0.7

percent downward adjustment to the estimated ROE to account for a lower financial risk

in the Applicant's capital structure compared to that of the sample companies.

Black Mountain 's Proposed Overall Rate of Return

Q. Briefly summarize Black Mountain's proposed capital structure, cost of debt, return

on equity and overall rate of return for this proceeding.

Table 1 summarizes the Applicant's proposed capital structure, cost of debt, return on

equity and overall rate of return in this proceeding:

1

2

3

4

5

6

7

8

9

10

11

12 Table 1 i
l

Weight Cost
Weighted
Cost

Long-term Debt 0.0% 0.0% 0.0%

Common Equity 100.0% 12.8% 12.8%

Cost of Capital/RGR 12.8 %

Black Mountain is proposing an overall rate of return of 12.8 percent.

I
II.

Q.

THE WEIGHTED AVERAGE COST OF CAPITAL

Briefly explain the cost of capital concept.

13

14

15

16

17

18

19

20

21

The cost of capital is the opportunity cost of choosing one investment over others with

equivalent risk. In other words, the cost of capital is the return that stakeholders expect

for investing their financial resources in a determined business venture over another

business venture.

I.

22

A.

A.

I
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Q, What is the overall cost of capital?

The cost of capital to a company issuing a variety of securities (i.e., stock and

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the

relative amounts for each security in the company's entire capital structure. Thus, the

overall cost of capital is the WACC.

Q. How is the WACC calculated?

The WACC is calculated by adding the weighted expected returns of a firm's securities.

The WACC formula is:

I

Equation 1.
11

WACC W t *ii

i  l

In this equation, Wt is the weight given to the lm security (the proportion of the it security

relative to the portfolio) and ft is the expected return on the lm security.

Q- Can you provide an example demonstrating application of Equation 1?

t
I

3

Yes. For this example, assume that an entity has a capital structure composed of 60

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0

percent and the expected return  on equity,  i .e.  the cost of equity,  is 10.5 percent.

Calculation of the WACC is as follows:

I

i
WACC = (60% * 6.0%) + (40% * l0.5%) I

WACC : 3.60% + 4.20%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A.

A.

A.

WACC = 7.80%

Z
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The weighted average cost of capital in this example is 7.80 percent. The entity in this

example would need to cam an overall rate of return of 7.80 percent to cover its cost of

capital.

111. CAPITAL STRUCTURE

Background

Q. Please explain the capital structure concept.

A. The capital structure of a firm consists of the relative proportions of each type of security--

short-term debt, long-term debt (including capital leases), preferred stock and common

stock-- that are used to finance the firm's assets.

Q. How is the capital structure expressed"

The capital stnlcture of a company is expressed as the percentage of each component of

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and

common stock) relative to the entire capital structure.
l

[

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

As an example, the capital stTL1cture for an entity that is financed by $20,000 of capital

leases, $85,000 of long-term debt, $15,000 of preferred stock and $40,000 of common

stock is shown in Table 2.

l
\
1
I

A.



Component %

Capital Leases $20,000 ($20,0()0/$200,000) 10.0%

Long-Term Debt $85,000 ($85,000/$200,000) 42.5%

Preferred Stock $15,000 ($15,000/$2()0,000) 7.5%

Corr non Stock $80,000 ($80,000/$200,000) 40.0%

Total $200,000 100%

Direct Testimony of Juan C. Enrique
Docket No SW-02361A-08-0609
page 6

1 Table 2

The capital structure in this example is composed of 0.0 percent short-term debt, 10.0

percent capital leases, 42.5 percent long-term debt, 7.5 percent preferred stock and 40.0

percent corr non stock.

l
Black Mountain 's Capital Structure I

I

Q, What capital structure does Black Mountain propose?

A. The Applicant proposes a capital structure composed of 0.0 percent debt and 100.0 percent

common equity.

Q. What is Staff's proposed capital structure for Black Mountain?

2

3

4

5

6

7

8

9

10

11

12

13

14

A. Staff recommends a capital stmcmre composed of 0.0 percent debt and 100.0 percent

equity.

I

1

15

16

17

18

19

20

Q. Is this Black Mountain's actual capital structure?

A. No. The Company's actual capital structure is 21.6 percent debt and 78.4 percent equity.

The Company has two operating leases that funded its Scottsdale treatment capacity which

would normally be considered debt. However, Decision No. 59944, dated December 26,

1996, states that these leases shall be considered as lease expense, i.e., not as debt.
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Q. How does Black Mountain's capital structure compare to capital structures of

publicly traded water utilities?

The Applicant's capital structure is composed of 0.0 percent debt and 100.0 percent

equity. Schedule JCM-4 shows the capital structures of six publicly traded water

companies ("sample water companies") as of July 2009. The average capital structure for

the sample water utilities is comprised of approximately 50.2 percent debt and 49.8

percent equity.

Q. Do you have additional comments on Black Mountain's capital structure?

Yes. Black Mountain has two inter-company loans. However, Commission Decision No.

59944 specifies that the debt service cost for these loans is to be treated as an operating

expense. Therefore, Staff did not include these loans in the Applicant's capital structure.

However, regardless of how these loans are treated for rate-making purposes, the loans do

exist and present financial risk in die minds of investors. Accordingly, Staff recognized

the real financial risk presented by these loans in calculating an ROE estimate, as

discussed in Section VII of this testimony.

Iv. RETURN ON EQUITY 1
I

Background
I

Q. Please define the term "cost of equity cavil;al".

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. The cost of equity is the rate of return that investors expect to am on their investment in a

business entity given its risk. In other  words, the cost of equity to the entity is the

investors' expected rate of return on other investments of similar risk. As investors have a

wide selection of stocks to choose from, they will choose stocks with similar risks but

higher returns. Therefore, the market determines the entity's cost of equity.

E

A.

A.

I



Chart 1: Average Yield on 5-, 7-, & 10-Year Treasuries
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i
I

i
I
I

Q.

Yes. The cost of equity tends to move in the same direction as interest rates. This

relationship is pm of the CAPM formula. The CAPM is a market based model employed

by Staff for estimating the cost of equity. The CAPM is further discussed in Section V of

this testimony.

Is there a correlation between interest rates and the cost of equity?

Q- What has been the general trend of interest rates in recent years?

A. A chronological Chan of interest rates is a good tool to show interest rate history and

identify trends. Chart 1 graphs intermediate U.S. treasury rates from September 1999 to

September 2009.

i
\

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A.



Chart 2: History of 5- and 10-Year Treasury Yields

20%

16%

12%

8%

4%

I I I|I

19841979 19991989 20091994 2004197419691964

09%

1959

| Direct Testimony of Juan C. Manrique
Docket No SW-02361 A-08-0609
Page 9

Chart 1 shows that intermediate interest rates trended downward from 2000 ro mid-2003,

then turned slightly upward until mid-2007, and have trended downward in the past two

years.

Q_ What has been the general trend in interest rates longer term"

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

U.S. Treasury rates from 1959 to present are shown in Chart 2. The chart shows that

interest rates trended upward through the mid-1980s and have trended downward over the

last 25 years.

t

I

A.

t

I
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1 Q. Do these trends suggest anything in terms of cost of equity'

2 A. Yes. As previously demonstrated, interest rates and cost of equity tend to move in the

3 same direction, therefore, cost of equity has declined in the past 25 years.

4

5 Q. Do actual returns represent the cost of equity?

6 A. No. The cost of equity represents investors' expected returns and not realized returns.

7

8 Q.

9

Is there any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility and those required

in the market as a whole"10

11 A.

12

13

14

15

16

17

Yes. A comparison of betas, a component of the CAPM discussed in Section V, for the

water utility industry and the market provide insight into this relationship. The average

beta (0.82)1 for a water utility is lower than the theoretical average beta for all stocks (l .0).

According to the CAPM formula, the cost of equity capital moves in the same direction as

beta. Since the beta for the water utility industry is lower than the beta for the market, the

implication is that the required return on equity for a regulated water utility is below the

average required return on the market.

18

19 Risk

20 Q. Please define risk in relation to cost of capital.

21

22

l
23

.
I
l

:

l
I

.

24

25

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a

particular security. Investors are risk averse and require a greater potential return to invest

in relatively greater risk opportunities, i.e., investors require compensation for taking on

additional risk. Risk is generally separated into two components. Those components are

market risk (systematic risk) and non-market risk (diversifiable risk or firm-specific risk).

A.

1 See Schedule JCM-6
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1 Q. What is market risk?

2 A.

3

Market risk or systematic risk is the risk of an investment that cannot be reduced through

diversification. Market risk stems from factors that affect all securities such as recessions,

4

5

6

7

war, inflation and high interest rates. Since these factors affect the entire market they

cannot be eliminated through diversification. Market risk does not impact each security to

the same degree. The degree to which any security's returns is affected by the market can

be measured using Beta. Beta reflects the business risk and the financial risk of a security.

8

9 Q. Please define business risk.

10 A. Business risk is the fluctuation of earnings inherent in a firm's operations and environment
I

1]

12

13

such as competition and adverse economic conditions that may impair  its ability to

provide returns on investment. Companies in the same or similar line of business tend to

experience the same fluctuations in business cycles.
1

14

15 Q- Please define financial risk.

16
1
i

17

18

Financial risk is the fluctuation of earnings inherent in the use of debt financing by a firm

and which may impair its ability to provide adequate return. The more a company uses

debt financing, the more the company becomes exposed to financial risk.

19

20 Q. Do business risk and financial risk affect the cast of equity?

21 A. Yes.

22

23 Q- Is a firm subject to any other risk?

24 Yes.

25

A.

A. Firms are also subject to unsystematic or  firm-specific r isk. Examples of

unsystematic risk include losses caused by labor problems, nationalization of assets, loss



Direct Testimony of Juan C. Manrique
Docket No SW-02361A-08-0609
Page 12

1 of a big client or weather conditions. Investors can eliminate firm-speciiic risk by holding

2 a diverse portfolio, thus, such risk is not of concern to diversified investors.

3

4 Q.

5

6

How does Black Mountain's financial risk compare to the sample water companies'

financial risk from the perspective of an investor that recognizes as debt the two

capital leases the Commission treats as operating expense for ratemaking proposes?

7

8

9

10

11

12

13

14

From an investor 's perspective,  Black Mountain 's capital structure is composed of

approximately 21.6 percent debt and 78.4 percent equity. Schedule JCM-4 shows the

capital structures of six publicly traded water companies ("sample water companies") as

of July 2009, as well as Black Mountain's actual capital structure. As of July 2009, the

sample water utilities were capitalized with approximately 50.2 percent debt and 49.8

percent equity, while Black Mountain's actual capital structure consists of approximately

21.6 percent debt and 78.4 percent equity. Thus, Black Mountain's shareholders bear less

financial risk than the shareholders of the sample companies.

15

16 Q- Is firm-specific risk measured by beta?

17 A. No. Firm-specific risk is not measured by beta.

18

19 Q~ Is the cost of equity affected by firm-specific risk?

20 No. Since firm-specitic risk can be eliminated through diversification, it does not affect

21 the cost of equity.

22

23 Q. Can investors expect additional returns for firm-specific risk?

24 No. Investors who hold diversified poMolios can eliminate firm-specific r isk, and
I
I

25

A.

A.

A.

consequently do not require any additional return. Since investors who choose to be less I
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than fully diversified must compete in the market with fu11y~diversified investors, the

former cannot expect to be compensated for unique risk.

v.

Introduction

ESTIMATING THE COST OF EQUITY

Q. Did Staff directly estimate the cost of equity for Black Mountain?

A. No. Since Black Mountain is not a publicly traded company, Staff is unable to directly

estimate Black Mountain's cost of equity due to the unavailability of financial

information. Instead, Staff uses an average of a representative sample group to reduce the

sample error resulting from random fluctuations in the market at the time the information

is gathered.

Q. What companies did Staff select as proxies or comparables for Black Mountain?

A. Staff's sample consists of the following six publicly-traded water utilities: American

States Water, California Water, Connecticut Water Services, Middlesex Water, Aqua

America and SJW Corp. These companies were chosen because they are publicly traded

and receive the majority of their earnings from regulated operations.
J

Q~ What models did Staff implement to estimate Black Mountain's east of equity?

Staff used two market-based models to estimate the cost of equity for Black Mountain: the

DCF model and the CAPM.

I

Q- Please explain why Staff chose the DCF and CAPM models.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A. Staff chose to use the DCF and CAPM models because they are widely-recognized

market-based models and have been used extensively to estimate the cost of equity. An

explanation of the DCF and CAPM models follows.



1 Direct Testimony of Juan C. Manrique
Docket No SW-02361A-08-0609
Page 14

Discounted Cash Flow Model Analysis

Q. Please provide a brief summary of the theory upon which the DCF method of

estimating the cost of equity is based.

A. The DCF method of stock valuation is based on the theory that the value of an investment

is equal to the sum of the future cash flows generated from the aforementioned investment

discounted to the present time. This method uses expected dividends, market price and

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered

the DCF mediod in the 1960s. The DCF method has become widely used to estimate the

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used

the financial information for the relevant six sample companies in the DCF model and

averaged the results to determine an estimated cost of capital for the sample companies.

Q~ Does Staff use more than one version of the DCF Model? 1

Yes. Staff uses two versions of the DCF model: the constant-growth DCF Model and the

multi-stage or non-constant growth DCF. The constant-growth DCF Model assumes that

an entity's dividends will grow indefinitely at the same rate. The multi-stage growdi DCF

model assumes the dividend growth rate will change at some point in the future.

The Constant-Growth DCF

Q. What is the mathematical formula used in Staff's constant-growth DCF analysis?

A. The constant-growth DCF formula used in Staff" s analysis is:

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

1

I

i
I

1

J

1

A.

1
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Equation 2:

D1+8
1%

where '. K

D 1

13,

g

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

Equation 2 assumes that the entity has a constant earnings retention rate and that its

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a

current market price of $10 per share, an expected annual dividend of $0.45 per share and

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity

of 7.5 percent, reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and

the 3.0 percent annual dividend growth rate.

I

I

i

i

I

Q . How did Staff calculate the dividend yield component (D1/P0) of the constant-growth

DCF formula?

I

i
E

Staff calculated the yield component of the DCF formula by dividing the expected annual

dividends (Di) by die spot stock price (Po) after the close of the market August 26, 2009,

as reportedby MSN Money.

Q- Why did Staff use the August 26, 2009, spot price rather than a historical average

stock price to calculate the dividend yield component of the DCF formula'

E

1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

Current, rather than historic, market stock price is used in order to be consistent with

finance theory, Le., the efficient market hypothesis. The efficient market hypothesis

asserts that the current stock price reflects all available information on a stock including

2 Value Line Summary & Index. 08-26-09

l

|
I
x
\

A.

A.
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investors' expectations of future returns. Use of a historical average of stock prices

illogically discounts the most recent information in favor of less recent information. The

latter is stale and is representative of underlying conditions that may have changed.

Q . How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?

A. The dividend growth component used by Staff is determined by the average of six

different estimation mediods aS shown in Schedule JCM-8. Staff calculated historical and

projected growth estimates on dividend-per-share ("DPS")3, earnings-per-share ("Eps")"

and sustainable growth bases.

Q- Why did Staff examine EPS growlh to estimate the dividend growth component of

the constant-growth DCF model?

Historic and projected EPS growth are used because dividends are related to earnings.

Dividend distributions may exceed earnings in the short run, but cannot continue

indefinitely. In the long term, dividend distributions are dependent on earnings.

1

Q. How did Staff estimate historical DPS growth?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Staff estimated historical DPS growth by calculating the average rate of growth in DPS of

the sample water companies from 1998 to 2008. The results of that calculation are shown

in Schedule JCM-5. Staff calculated an average historical DPS growth rate of 3.1 percent

for the sample water utilities for the aforementioned period.

l

I
I

A.

A.

3 Derived from information provided by Value Line
4 Derived from information provided by Value Line
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Q- How did Staff estimate the projected DPS growth?

Staff calculated an average of the projected DPS growth rates for the sample water utilities

from Value Line. The average projected DPS growth rate is 4.3 percent, as shown in

Schedule JCM-5.

Q. How did Staff calculate the historical EPS growth rate?

Staff estimated historical EPS growth by calculating the average rate of growth in EPS of

the sample water companies from 1998 to 2008. Staff calculated an average historical

EPS growth rate of 3.4 percent for the sample water utilities for the aforementioned

period, as shown in Schedule JCM-5.

How did Staff estimate the projected EPS growth?

Staff calculated an average of the projected EPS growth rates for the sample water utilities

from Value Line. The average projected EPS growth rate is 9.7 percent, as shown in

Schedule JCM-5

Q- How does Staff calculate its historical and projected sustainable growth rates?

Historical and projected sustainable growth rates are calculated by adding their respective

retention growth rate terms (br) to their respective stock financing growth rate terms (vs),

as shown in Schedule JCM-6.

I

1

2

3

4

5

6

7

8

9

10

11

12 Q.

13~ A.

14

15

16

1'7

18

19

20

21

22

23

24

25

26

Q. What is retention growth"

A.

A.

A.

A. Retention growth is the growth in dividends due to the retention of earnings. The

retention growth concept is based on the theory that dividend growth cannot be achieved

unless the company retains and reinvests some of its earnings. The retention growth is

used in Staff's calculation of sustainable growth shown in Schedule JCM-6.

i
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1 Q. What is the formula for the retention growth rate?

2

3

The retention growth rate is the product of the retention ratio and the book/accounting

return on equity. The retention growth rate formula is:

4

Equation 3:

Retention Growth Rate = Br

where : b

r

the retention ratio (1 - dividend payout ratio)

the accounting/book return on common equity
1

5 1
6 Q- How did Staff calculate the average historical retention growth rate (Br) for the

7 sample water utilities?

8

9

10

Staff calculated the historical retention rates by averaging the retention rates for the

sample water companies from 1999 to 2008. The historical average retention (be) growth

for the sample water utilities is 3.0 percent, as shown in Schedule JCM-6.

11

12 Q. How did Staff determine projected retention growth rate (br) for the sample water

utilities?

a
3

13

14 A. I
|

1

15 [

16

Staff used the retention growth projections for the sample water utilities for the period

2012 to 2014 fromValue Line. The projected average retention growth rate for the sample

water utilities is 6.0 percent, as shown in Schedule JCM-6.

17
t

18 Q- When can retention growth provide a reasonable estimate of future dividend

19 growth?

20

21

22

The retention growth rate is a reasonable estimate of future dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("market-

to-book ratio") is expected to be 1.0. The average retention ratio has been reasonably

I

A.

A.

A.

i
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constant in recent years. However, the market-to-book ratio for the sample water utilities

is 1.7, notably higher than 1.0, as shown in Schedule JCM-7.

Q- Is there any financial implication of a market-to-book ratio greater than 1.0?

I

l

I

i
1

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

earn  an accounting/book return  on i ts equity dir t  exceeds i ts cost  of equity. The

relationship between required returns and expected cash flows is readily observed in the

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 6 percent or 8 percent, and thus, paying annual

interest of $600,000 or $800,000, respectively. Regardless of investors' required return on

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent

than if the bonds are issued at 6 percent. For example, if the current interest rate required

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9

percent return and expect an entity to earn accounting/book returns of 13 percent, the

market will bid up the price of die entity's stock to provide the required return of 9 V1

percent.

Q- How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

equity analyses in recent years?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A.

A. Staff has assumed that investors expect die market-to-book ratio to remain greater than

1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term to the

retention ratio (br) term to calculate its historical and projected sustainable growth rates.
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Q. Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case continue to include a stock financing growth rate

term?

A. Yes.

Q. What is stock financing growth?

Stock financing growth is the growth in an entity's dividends due to the sale of stock by

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed

in his book The Cost of Capital to a Public Utility.5 Stock financing growth is the product

of the fract ion  of the funds raised from the sale of stock that  accrues to exist ing

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of

stock by the existing common equity(s).

Q- What is the mathematical formula for the stock financing growth rate?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

A. The mathematical formula for stock financing growth is:

Equation 4 I

Stock Financing Growth = vs

where : v

I
s

Fraction of the funds raised from the sale of stock that accrues
to easting shareholders

Funds raised from the sale of stock as a fraction of the existing

common equity
ii

Q. How is the variable v presented above calculated?

17

18

19 A. Variable v is calculated as follows:

A.

5 Gordon, Myron J. The Cost of Capilal to a Public Utility. MSU Public Utilities Studies,Michigan, 1974. pp 31-35.
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Equation 5

v I
book value

market value

1

2

3

For example, assume that a share of stock has a $30 book value and is selling for $45.

Then, to find the value of v, the formula is applied:

v ... I- sQ
45

4 In this example, v is equal to 0.33.

5

6 Q. How is the variable s presented above calculated?

7 Variable s is calculated as follows:

8 i

9 Equation 6:

10

s i

111

Funds raised from the issuance of stock

Total existing common equity before the issuance

12

13

14

For example, assume dirt an entity has $150 in existing equity, and it sells $30 of stock.

Then, to find the value of s, the formula is applied:

I

I

s
30

150

15 In this example, s is equal to 20.0 percent.

16

17 Q. What is the vs term when the market-to-book ratio is equal to L0?

18

19

A.

A. A market~to-book ratio equal to 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment equal to the cost of equity. When the

i

i

3
I
3
l
i
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market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0).

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is

zero, dividend growth depends solely on the Br term.

Q~

A.

What is the effect of the vs term when the market-to-book ratio is greater than 1.0?

I

1

I

i

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a

book/accounting return on their  equity investment greater  than the cost of equity.

Equation 5 shows that when the market-to-book ratio is greater than 1.0 the v term is also

greater than zero. The excess by which new shares are issued and sold over book value

per share of outstanding stock is a contribution that accrues to existing stockholders in the

form of a higher book value. The resulting higher book value leads to higher expected

earnings and dividends. Continued growth from the vs term is dependent upon the

continued issuance and sale of additional shares at a price that exceeds book value per

share.

1

1

Q. What vs estimate did Staff calculate from its analysis of the sample water utilities? l

Staff estimated an average stock financing growth of 2.0 percent for the sample water

utilities, as shown in Schedule JCM-6.

Q.

1
I

I
l

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result

of investors expecting earnings to exceed the cost of equity capital and the entity

subsequently experienced newly authorized rates equal to its cost of equity capital?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Market pressure on the entity's stock price to reflect the change in future expected cash

flows would cause the market-to-book ratio to move toward 1.0.

A.

;

I
I

l
l
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Q- What would the impact be if the average market-to-book ratio of the sample water

utilities fell to 1.0 due to authorized ROEs equaling the cost of equity?

A. In that case, Staffs inclusion of the vs term in the constant-growth DCF analysis would

result in an overestimation of its sustainable dividend growth rate and the resulting DCF

ROE estimate. Inclusion of the vs term assumes that the market~to-book ratio continues to

exceed 1.0 and that the water utilities will continue to issue and sell stock at prices above

book value with the effect of benefitting existing shareholders. If the market-to-book ratio

declines to 1.0, the stock financing term is not necessary.

Q. What are Staff's historical and projected sustainable growth rates?

A. Staffs estimated historical sustainable growth rate is 5.1 percent based on an analysis of

earnings retention for the sample water companies. Staff's projected sustainable growth

rate is 9.0 percent based on retention growth projected by Value Line. Schedule JCM-6

presents Staff' s estimates of the sustainable growth rate.

l

i

I

:

i
I

Q, What is Staff's expected infinite annual growth rate in dividends?

1
I
I
l

Staff"s expected infinite annual growth rate in dividends is 5.8 percent, which is the

average of historical and projected DPS, EPS, and sustainable growth estimates. Staff's

calculation of the expected infinite annual growth rate in dividends is shown in Schedule

JCM-8.
i
i

Q. What is Staff's constant-growth DCF estimate?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A. Staff' s constant-growth DCF estimate is 9.4 percent as shown in Schedule JCM-3.

I

II

A.

4
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The Multi-Stage DCF

Q. Why did Staff implement the multi-stage DCF model to estimate Black Mountain's

east of equity?

Staff generally uses the multi-stage DCF model to consider the assumption that dividends

may not grow at a constant rate. The multi-stage DCF uses two stages of growth. The

first stage is four years followed by the second constant growth stage.

Q- What is the mathematical fomlula for the multi-stage DCF?

1

2

3

4

5

6

7

8

9

10

The multi-stage DCF formula is shown in the following equation:

Equation 7
n

P0 ._

I=1

Dr

(1+K)'
+

Dn(14-gn)

K -gr
1

(1+K)

Where : P()

D/

current stock price

dividends expected during stage 1

cost of equity

yearsof non -.. constant growth

dividend expected in year n

constant rate of growth expected after year n

K

n

D"
8"

11

12

13

14

15

16

17

Q- What steps did Staff take to implement its multi-stage DCF east of equity model? !

A.

A.

A. First, Staff projected future dividends for each of the sample water utilities using near-

term and long-term growth rates, Second, Staff calculated the rate (cost of equity) which

equates the present value of the forecasted dividends to the current stock price for each of

the sample water utilities. Lastly, Staff calculated an average of the individual sample

company cost of equity estimates.
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1

2

Q. How did Staff calculate near-term (stage-1) growth?

The stage-1 growth rate is based on Value Lines' projected dividends for the next twelve

months, when available, and on the average dividend growth rate (5.8 percent) calculated

in Staff' s constant DCF analysis for the remainder of the stage.

Q. How did Staff estimate long-term (stage-2) growth?

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in GDP

from 1929 to 2008.6 Using the GDP growth rate assumes that the water utility industry is

expected to grow at the same rate as the overall economy.

Q. What is the historical GDP growth rate that Staff used to estimate stage-2 growth?

Staff used 6_7 percent to estimate the stage-2 growth rate.

Q. What is Staff's multi-stage DCF estimate?

Staff' s multi-stage DCF estimate is 10.2 percent, as shown in Schedule JCM-3.

Q- What is Staff's overall DCF estimate?

Staff's overall DCF estimate is 9.8 percent. Staff calculated the overall DCF estimate by

averaging the constant growth DCF (9.4%) and multi-stage DCF (10.2%) estimates, as

shown in Schedule JCM-3 .

l

E
l

Capital Asset Pricing Model

3

4

5

6

7

8

9
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24

25

Q. Please describe the CAPM.

A. The CAPM is used to determine the prices of securities in a competitive market. The

CAPM model describes the relationship between a security's investment risk and its

6 www.bea.doc.gov

\

:
|

A.

A.

A.

A.

A.

I
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1

2

3

4

5

6

7

market rate of return. Under the CAPM an investor requires the expected return of a

security to equal the rate on a risk-free security plus a risk premium. If the investor's

expected return  does not  meet  or  beat  the required return ,  the investment  is not

economically justified. The model also assumes that investors will sufficiently diversify

their investments to eliminate any non-systematic or unique risk.7 In 1990, Professors

Harry Markowitz,  Will iam Sharpe,  and Mer ton  Miller  earned the Nobel  Pr ize in

Economic Sciences for their contribution to the development of the CAPM.

8

9 Q. Did Staff use the same sample water utilities in its CAPM and DCF cost of equity

10 estimation analyses?

11 A. Yes. Staff's CAPM cost of equity estimation analysis uses the same sample water

12 companies as its DCF cost of equity estimation analysis.

13

14 Q- What is the mathematical formula for the  CAPM? 1
i

15

16

A. The mathematical formula for the CAPM is:

Equation 8 :

K = Rf+5(Rm -R/'> 4
8

where : Rf

Rm

/3
Rm 'Rf
K

risk free rate

return on market

beta

market risk premium

expected return

17

7 The CAPM makes the following assumptions: l) single holding period; 2) perfect and competitive securities
market, 3) no transaction costs, 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free rate;
and 6) homogeneous expectations.

I

i
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The equation shows that the expected return (K) on a risky asset is equal to the risk-free

interest rate (Re) plus the product of the market risk premium ("Rp") (Rm .- Rat) multiplied

by beta (B) where beta represents the riskiness of the investment relative to the market.

Q, What is the risk free rate?

The risk free rate is the rate of return of an investment with zero risk.

Q- How does Staff estimate the risk-free rate of interest in its historical market risk

premium CAPM method?

Staff uses two calculations for estimates of the risk-free rate of interest. Staff uses the

average of three (five-, and ten-year) intermediate-term U.S. Treasury securities'

spot rates for its historical market risk premium CAPM cost of equity estimation, and the

30-year U.S. Treasury bond spot rate for its current market risk premium CAPM cost of

equity estimation. U.S. Treasuries are largely verifiable and readily available.

seven-,

Q. What does beta measure?
\

I
I

|
4

Beta measures the volatility, or systematic risk, of a security relative to the market. Since

systematic r isk cannot be diversified away, it is the only r isk that is relevant when

estimating a security's required return. Using a baseline market beta of 1.0, a security

with a beta less than 1.0 will be less volatile than the market. A security with a beta

greater than 1.0 will be more volatile than the market.

1

2

3

4

5

6
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26

Q- How did Staff estimate Black Mountain's beta?

I

A.

A.

A.

A. Staff used the average of the Value Line betas for the sample water utilities as a proxy for

Black Mountain's beta. Schedule JCM-7 shows the Value Line betas for  each of the

sample water utilities. The 0.82 average beta for the sample water utilities is Staffs

i
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1 estimated beta for Black Mountain. A security with a 0.82 beta has less volatility than the

2 market.

3

4 Q- Please describe expected market risk premium (Rm - Rf)?

5

6

The expected market risk premium is the expected return on the market above the risk-free

rate. Simplified, Ir is the return an investor expects as compensation for market risk.

7

8 Q- What did Staff use for the market risk premium?

9 Staff uses two calculations for the market risk premium: 1) an historical market risk

10 premium and 2) a current market risk premium.

11
I
1

12 Q. How did Staff calculate an estimate for the historical market risk premium?

13 A.
I

I
I

14

Staff uses the intermediate-term government bond income returns published in the

Ibbotson Associates' Stocks, Bonds, Bills, and Inflation 2008 Yearbook to calculate the

15 historical market risk premium. Ibbotson Associates calculates the historical risk

16

17

18

premium by averaging the historical arithmetic differences between the S&P 500 and the

intermediate-term government bond income returns for the period 1926-2008. Staff' s

historical market risk premium estimate is 6.9 percent, as shown in Schedule JCM-3.

I
i

i
19

20 Q- How did Staff calculate an estimate for the current market risk premium?

21

1

22

23

24

Staff solves equation 8 above to arrive at a market risk premium using a DCF-derived

expected return (K) of 14.67 (2.2 + 112.478) percent using the expected dividend yield (2.2

percent over the next twelve months) and the annual per share growth rate (12.47 percent)

dirt Value Line projects for all dividend-paying stocks under its reviews along with the

8 The three to five year price appreciation is 60%. 1.60025 - 1 = l2.47%
9 September 4, 2009 issue date.

A.

A.

A.

1

I
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current long-term risk-free rate (30-year Treasury note at 4.20 percent) and the market's

average beta of 1.0. Staff calculated the current market risk premium as 10.47.10

Q . How are the historical market risk premium and current market risk premium

estimates used?

A. Each is used to calculate a CAPM cost of equity estimate,  i .e. ,  Staff calculated an

historical market risk premium CAPM cost of equity estimate and a current market risk

premium CAPM cost of equity estimate.

Q. What is the result of Staff's historical market risk premium CAPM and current

market risk premium cost of equity estimations? i
1

r

Staffs cost of equity estimates are 8.7 percent using the historical market risk premium

CAPM and 12.7 using the current market risk premium CAPM.
I

I

1
1

Q. What is Staff's overall CAPM estimate?

A. Staffs overall CAPM cost of equity estimate is 10.7 percent which is the average of the

historical market risk premium CAPM (8.7 percent) and the current market risk premium

CAPM (12.7 percent) estimates, as shown in Schedule JCM-3.
I
|

1

l

|
4

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS

What is the result of Staff's constant-growth DCF analysis to estimate the cost of

equity to the sample water utilities?

1
I
I
1

1

1

2

3
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Schedule JCM-3 shows the result of Staff's constant-growth DCF analysis. The result of

Staff' s constant-growth DCF analysis is as follows:

f

A.

VI.

Q.

A.

10 14.67% : 4.20% + (xi (l0.47%)
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k 3.6% + 5.8%

k 9.4 %

Staff' s constant-growth DCF estimate of the cost of equity to the sample water utilities is

9.4 percent.

Q. What is the result of Staff's multi-stage DCF analysis to estimate the cost of equity

for the sample utilities?

1

2

3

4

5

6

7

8

9

10

Schedule JCM-9 shows the result of Staff's multi-stage DCF analysis. The result of

Staff' s multi-stage DCF analysis is: i

I

Company Equity Cost
Estimate (k)
9.6%
9.8%
9.9%
10.8%
11 .4%
9.6%

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
SJW Corp

11

12
13
14
15
16
17
18
19
20
21 Average 10.2 %

I

I

I

Staff' s multi-stage DCF estimate of the cost of equity for the sample water utilities is 10.2

percent.

i
1

Q~ What is Staff's overall DCF estimate of the cost of equity for the sample utilities?

Staffs overall DCF estimate of the cost of equity for the sample utilities is 9.8 percent.

Staff's overall DCF estimate was calculated by averaging Staff's constant growth DCF

and Staff's multi~stage DCF estimates, as shown in Schedule JCM-3.

1

22

23

24

25

26

27

28

29

30

A.

A.

1
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Q- What is the result of Staff's piston°cal market risk premium CAPM analysis to

estimate of the cost of equity for the sample utilities?

Schedule JCM-3 shows the result of Staffls CAPM analysis using the historical risk

premium estimate. The result is as follows:

k 3.0% 0.82 * 6.9%+

k 8.7%

Staff's CAPM estimate (using the historical market risk premium) of the cost of equity to

the sample water utilities is 8.7 percent.

Q. What is the result of Staff's current market risk premium CAPM analysis to

estimate the cost of equity for the sample utilities?

Schedule JCM-3 shows the result of Staff's CAPM Analysis using the current market risk

premium estimate. The result is:

k 4.2% + 0.82* 10.5%

k 12.7%

Staff' s CAPM estimate (using the current market risk premium) of the cost of equity to the

sample water utilities is 12.7 percent.

Q. What is Staff's overall CAPM estimate of the cost of equity for the sample utilities?

9
I
l

1
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Staff's overall CAPM estimate for the sample utilities is 10.7 percent. Staff's overall

CAPM estimate is the average of the historical market risk premium CAPM (8.7 percent)

and the current market r isk premium CAPM (12.7 percent) estimates, as shown in

Schedule JCM-3 .

I

A.

A.

A.

1
I

I

l
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Q. Please summarize the results of Staff's cost of equity analysis for the sample utilities.

The following table shows the results of Staff' s cost of equity analysis:

1

2

3

4 Table 2

Method Estimate

9.8%
10.7%

Average DCF Estimate
Average CAPM Estimate
Overall Average 10.3%

Staff's average estimate of the cost of equity to the sample water utilities is 10.3 percent.

VII. FINAL COST OF EQUITY ESTIMATES FOR BLACK MOUNTAIN

Q. Do Black Mountain's loans affect its cost of equity despite their recognition as

operating expenses for rate-making purposes?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Yes. An entity's financial risk increases with increased leverage placing upward pressure

on its cost of equity, regardless of the rate-making recovery mechanism. The average

capital structure for the sample water utilities is composed of 49.8 percent equity and 50.2

percent debt,  as shown on Staff Schedule JCM-4. Black Mountain's actual capital

structure is composed of 78.4 percent equity and 21.6 percent debt. In this case, since

Black Mountain's capital structure is less leveraged than that of the average sample water

utilities' capital structure, its stockholders bear less financial risk than the sample water

utilities. Accordingly, Black Mountain's cost of equity is lower than the sample water

utilities.

l

2

1

4

i

4

A.

A.

1
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Q- What method does Staff use to calculate the effect on the cost of equity capital of the

different financial risks posed by Black Mountain versus the sample companies?

Staff uses the methodology developed by Professor Robert Harnada of the University of

Chicago, which incorporates capital structure theory with the CAPM, to estimate the

effect of Black Mountain's capital structure on its cost of equity. Staff calculated a

financial risk adjustment for Black Mountain of negative 70 basis points based on the

Company's actual capital structure of 78.4 percent equity and 21 .6 percent debt in order to

reflect the Company's actual financial risk. Black Mountain's cost of equity adjusted for

financial risk (9.6 percent) can be determined by subtracting this 0.7 percent financial risk

adjustment from Staff's average estimate of the cost of equity to the sample water utilities

(10.3 percent).

Q. Does Staff's 70 basis point downward financial risk adjustment to the cost of equity

reflect the full downward measure to the cost of equity due to difference in financial

risk in Black Mountain's capital structure compared to the sample water utilities? i

4

I

l
1

I

l
i

r

l

I

l
i

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A. No. Staff calculated its recommended 70 basis point downward financial risk adjustment

assuming that the sample companies had a capital structure comprised of 60 percent equity

and 40 percent debt instead of die actual average capital structure for the sample

companies and assuming the Company's actual capital structure composed of 78.4 percent

equity and 21.6 percent debt instead of the Company's ratemaking capital structure

composed of 100.0 percent equity and 0.0 percent debt. If Staff had measured the

financial risk adjustment using 100 percent equity for the Company's capital structure and

60 percent equity for the sample companies, the downward financial risk adjustment

would have been 120 basis points. The calculated downward financial risk adjustment

would have been greater than 120 basis points if measured using 100 percent equity for

the Company's capital structure and the sample companies' actual average equity of 49.8
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percent. Staff measured the financial risk adjustment assuming the 60 percent equity for

the sample companies to recognize that a capital structure composed of 60 percent equity

and 40 percent debt is reasonable, even though it is less leveraged than that of the sample

companies, and to encourage the Company to maintain a healthy capital structure.

Q. What is Staff's ROE estimate for Black Mountain?

A. Staff determined an ROE estimate of 10.3 percent for the Applicant based on cost of

equity estimates for the sample companies ranging from 9.8 percent for the CAPM to 10.7

percent for the DCF. Staff is recommending adoption of a 70 basis point downward

financial risk adjustment to 9.6 percent.

i
I
l

VIII. RATE OF RETURN RECOMMENDATION

Q. What overall rate of return did Staff determine for Black Mountain?
r

A, Staff determined a 9.6 percent ROR for the Applicant, as shown in Schedule JCM-l and

the following table:

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Table 3

Cost
Weighted
Cost

Long-term Debt
Common Equity

Weight
0.0%

100.0%
9.4%
9.6%

0.0%
9.6% S

|
4

I

Overall ROR 9.6%

19

1

1

{
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Q-

STAFF RESPONSE TO APPLICANT'S COST OF CAPITAL WITNESS MR.

THOMAS J. BOURASSA

Please summarize Mr. Bourassa's analyses and recommendations.

Mr. Bourassa recommends a 12.8 percent ROE based on analyses for single and multi-

stage DCF models, as well as historical and current market risk premium CAPM for the

same sample of water companies selected by Staff. Mr. Bourassa also asserts that Black

Mountain faces additional risks not captured by the market models, such as regulatory and

financial  risk, and he concludes that 12.8 percent ROE presents a reasonable balance

resulting from his analyses. Mr. Bourassa also proposes 12.8 percent for the overall ROR

since his capital structure consists of 100 percent equity.

Constant-Growth DCF

Q. Does Staff have any comments on Mr. Bourassa's sole reliance on analysts' forecasts

to estimate DPS growth in his constant growth DCF estimates?

I

1 IX.
2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Yes. General ly , analysts' forecasts are known to be overly optimistic . Sole  use  of

analysts' forecasts to calculate the growth in dividends (g) causes inflated growth, and

consequently, inflated cost of equity estimates. Also, relying only on analysts' forecasts

of earnings growth to forecast DPS is inappropriate because it assumes that investors do

not look at other relevant information such as past dividend and earnings growth.

I

f

t

A.

A.

iI
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1 Q-

2

3

Does Staff have any comments on the study cited by Mr. Bourassa, conducted by

David A. Gordon, Myron J. Gordon and Lawrence I. Gould," that he asserts

supports exclusive use of analysts' forecasts in the DCF model"

4 A.

5

6

7

Yes. The article cited by Mr. Bourassa does not conclude that investors ignore past

growth when pricing stocks. Instead, the article describes more generally that methods

exclusively using analysts' forecasts are "popular or attractive models," but the article

does not support the conclusion that these forecasts should be used alone.

8

9 Q-

10

Does Professor Gordon recommend relying exclusively on analysts' forecasts as the

measure of growth in the DCF model?

11 No. Subsequent to the study cited by Mr. Bourassa,12 Professor Gordon provided the

12

13

keynote address at the 30th Financial Forum of the Society of Utility and Regulatory

Financial Analysts, in which he stated:
E

14

I
I

I

I

15
16
17
18
19
20
21
22
23
24
25

I understand that companies coming before regulatory agencies
liked and advocated the high growth rates in security analyst
forecasts for arriving at their cost of equity capital. Instead of
rejecting these forecasts, I understand that FERC and other
regulatory agencies have decided to compromise with them. In
particular, in arriving at the cost of equity for company X, the
FERC has decided to arrive at the growth rate in my dividend
growth model by using an average of two growth rates. One is
security analysts forecast of the short-terrn growth rate in earnings
provided by IBES or Value Line and the other a more long run and
typically lower figure such as the past growth inGNP.

26
27

Such an average can be questioned on various grounds. However,
my judgment is that between the short-term forecast alone and its

1
i!

11 Gordon, David A., Myron I. Gordon, Lawrence I. Gould. "Choice Among Methods of Estimating Share Yield."
The Journal of Portfolio Management, Spring 1989. pp. 50-55. (Bourassa's direct testimony, page 36, footnote.)

12 ibid.
l

l

A.

1
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1

2

average with the past 'roth rate in GNP, the latter may be a
more reasonable figure. 3 (Emphasis added)

3

4

5

Simply stated, Professor Gordon would temper the typically higher analysts' forecasts

with the typically lower GNP growth rate by averaging the two.

6

7 Q-

8

How does Staff respond to Mr. Bourassa's statement, "Logically, in estimating future

analyst have taken into account all relevant

9

growth, financial institutions and

historical information on a company as well as other more recent information. To

10

11

12

13 A.

14

15

16

17

the extent that past results provide useful indications of future growth prospects,

analysts' forecasts would already incorporate that information."? (Bourassa's Direct

Testimony,Page 32, line 6-10).

The appropriate growth rate to use in the DCF formula is the dividend growth rate

expected by investors, not by analysts. Therefore, while analysts may have considered

historical measures of growth, it is reasonable to assume that investors rely to some extent

on past growth as well. This calls for consideration of both analysts' forecasts and past

growth.

18

19 Q.

20

21

22

23

Does Staff have any other evidence to support its assertion that exclusive reliance on

analysts' forecasts of earnings growth in the DCF model would result 'm inflated cost

of equity estimates?

Yes. Experts in the financial community have commented on the optimism in analysts'

forecasts of future eamings.14 A study cited by David Dre ran in his book Contrarian

l

A.

13 Gordon, M. J. Keynote Address at the 30"' Financial Forum of the Society of Utility and Regulatory Financial
Analysts. May 8, 1998. Transparency 3.
14 See Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 100. Dreinan, David.
Contrarian Investment Strategies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malldel,
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175.
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier
Bureau), FCC Docket 79-63, p. 95.
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l

2

3

4

Investment Strategies: The Next Generation found that Value Line analysts were

optimistic in their forecasts by 9 percent annually, on average, for the 1987 - 1989 period.

Another study conducted by David Dre ran found that, between 1982 and 1997, analysts

overestimated the growth of earnings of companies in the S&P 500 by 188 percent.

5

6

7

8

Also, Burton Mariel of Princeton University studied the one-year and five-year earnings

forecasts made by some of the most respected names in the investment business. His

results showed that the five-year estimates of professional analysts, when compared with

actual earnings growth rates, were much more inaccurate than the predictions from several

9 naive forecasting mode1s,such as the 1ong~run rate of growth of national income. In the

10

11

following excerpt from Professor Malldel's book A Random Walk Down Wall Street, he

discusses the results of his study: E
I
{

12

13
14
15
16
17
18
19
20

When confronted with the poor record of their five-year growth
estimates, the security analysts honestly, if sheepishly, admitted
that five years ahead is really too far in advance to make reliable
proieetions. They protested that although long-term projections
are admittedly important, they really ought to be judged on their
ability to project earnings changes one year ahead. Believe it or
not, it timed out that their one-year forecasts were even worse
than their jive-year projections.

|

I

21
22
23
24
25
26
27
28
29

The analysts fought back gamely. They complained that it was
unfair to judge their performance on a wide cross section of
industries, because earnings for high-tech firms and various
"cyclical" companies are notoriously hard to forecast. "Try us on
utilities, " one analyst eonfidentlv asserted. At the time they were
considered among the most stable group of companies because of
government regulation. So we tried it and they didn't like it. Even
the forecasts for the stable utilities were far of the mark.]5
(Emphasis added)

30

.15 Mariel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175
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1 Q. Are investors aware of the problems related to analysts' forecasts?

2 Yes. In addition to books, there are numerous published articles appearing in The Wall

3

4

Street Journal and other financial publications that cast doubt as to how accurate research

analysts are in their forecasts.6 Investors, being keenly aware of these inherent biases in

forecasts, will use other methods to assess future growth.5

6

7 Q, Should DPS growth be considered in a DCF analysis?

8 A. Yes. As previously stated in Section V of this testimony, the current market price of a

9

10

stock is equal to the present value of all expected future dividends, not future earnings.

Professor Jeremy Siegel from the Wharton School of Finance stated:

I

I

I

Note that the price of the stock is always equal to the present value
of all future dividends and not the present value offUture earnings.
Earnings not paid to investors can have value only ,j they are paid
as dividends or other cash disbursements at a later date. Valuing
stock as is
mandestly wrong and greatly overstates the value of thefirm.

the present discounted value of future earnings
7

1

)

11

12
13
14
15
16
17
18

E

I

19

20

21

In other words, investors pay attention to earnings as long as they are paid as dividends.

Earnings can easily be overstated, but if investors do not receive dividends or other cash

disbursement at a later date, then such earnings are meaningless.

22

A.

16 See Smith, Randall & Craig, Suzanne. "Big Firms Had Research Ploy: Quiet Payments Among Rivals." The Wall
Street Journal. April 30, 2003.Brown, Ken. "Anadystsz Still Coming Up Rosy." The Wall Street Journal. January
27, 2003. p. Cl. Karmin, Craig. "Profit Forecasts Become Anybody's Guess." The Wall Street loumal. January
21, 2003. p. Cl. Gasparino, Charles. "Merrill Lynch Investigation Widens." The Wall Street Journal. April 11,
2002. p. CO. Elstein, Aaron. "Earnings Estimates Are A l l Over the Map." The Wall Street Journal. August 2,
2001. p. Cl. Dre ran, David. "Don't Count on those Earnings Forecasts." Forbes. January 26, 1998. p, 110.
17 Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 93.
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1 Multi-Stage DCF

2 Q. Does Staff have any comments on Mr. Bourassa's sole reliance on forecasted

earnings growth for the near-term ("Stage -1 growth") in his multi-stage DCF?

Yes. As previously discussed, exclusive reliance on forecasted earnings growth for the

near-term (Stage-1 growth) is inappropriate since analysts forecasts of earnings growth are

known to be overly optimistic. Reliance on forecasted earnings growth, to the exclusion

of historic EPS and historical and projected DPS, likely results in inflated cost of equity

estlrnates

10 Firm-Specific Risk

11 Q. What is Staff's response to Mr. Bourassa's contention that the market data provided

by the sample water utilities does not capture all of the market risk associated with

Black Mountain due to Arizona regulatory requirements use of historical test years

and limited out of period adjustment recognition

The examples cited by Mr. Bourassa are examples of firm-specific or  unique r isks

Existence of firm-specific risk does not necessarily indicate that a company has more total

risk than others, as all companies have firm-specific risks. Moreover, as previously

discussed, the market does not compensate investors for firm-specific risk because that

risk can be eliminated through diversification

Direct Testimony of Thomas J. Bourassa, Black Mountain Sewer Corporation, Docket No. SW-02361A-08-0609
page 19 lines 25-26
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1 Q.

2

3

Does Staff have a response to Mr. Bourassa's assertion that a good argument can be

made that Black Mountain is not comparable to the six publicly traded water utilities

in the sample group due to a difference in size?l9

4

5

6

7

8

9

10

11

12

The Commission has previously ruled that fem size does not warrant recognition of a risk

premium. In Decision No. 64282, dated December 28, 2001, for Arizona Water, the

CoImnission stated, "We do not agree with the Company's proposal to assign a r isk

premium to Arizona Water  based on its size relative to other  publicly traded water

utilities...." In Decision No. 64727, dated April 17, 2002, for Black Mountain Gas, the

Commission agreed with  Staff that "the ' firm size phenomenon '  does not exist  for

regulated utilities, and that therefore there is no need to adjust for risk for small lira size

in utility rate regulation." Further, as previously noted, Black Mountain's ultimate parent,

Algonquin Power Income Fund, has access to the capital markets.
r

E

I

13

14 x. CONCLUSION

15 Q- Please summarize Staff's recommendations.

16 A.

17

Staff recommends that the Commission adopt a capital structure for Black Mountain in

this proceeding composed of 0.0 percent debt and 100.0 percent equity. I

18

19
I

20

21

Staff also recommends that the Commission adopt a 9.6 percent ROR for the Applicant,

based on Staff" s cost of equity estimates that range from 9.8 percent to 10.7 percent for the

sample companies and to reflect a 70 basis point downward financial Nsk adjustment.

i
I 22

23 Q. Does this conclude your Direct Testimony? .
I|24 Yes, it does.

4

.

:

I

I
.

A.

A.

19 Direct Testimony of ThOmas J. Bourassa, Black Mountain Sewer Corporation, Docket No. SW-02361A-08-0609,
page 22 lines 20~21

1
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1 INTRODUCTION

2 Q-

3

Please state your name, occupation, and business address.

My name is David C. Parcels. I am President and Senior Economist of Technical

4

5

Associates, Inc. My business address is Suite 601, 1051 East Cary Street, Richmond,

Virginia 23219.

6

7 Q- Please summarize your educational background and professional experience.

8 A.

9

I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia

10 Commonwealth University. I have been a consulting economist with Technical

11

12

13

14

15

Associates since 1970. I have provided cost of capital testimony in public utility

ratemaking proceedings, dating back to 1972. In connection with this, I have previously

filed testimony and/or testified in over 430 utility proceedings before more than 40

regulatory agencies in the United States and Canada. Attachment 1 provides a more

complete description of my education and relevant work experience.

16

17 Q- What is the purpose of your testimony in this proceeding"

18

19

20

21

22

Shave been retained by the Utilities Division Staff to evaluate the cost of capital aspects of

the current filing of Arizona Water Company ("AWC" or "Company"). I have performed

independent studies and am making recommendations of the current cost of capital for

AWC. In addition, since AWC is a subsidiary fUtility Investment Company, I have also

evaluated this entity in my analyses.

23

24 Q~ Have you prepared an Exhibit in support of your testimony"

25 A.

26

A.

A.

Yes, I have prepared one exhibit, made up of eleven Schedules, identified as Schedule l

through Schedule l 1. These Schedules were prepared either by me or under my direction.
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1 The information contained in these schedules is correct to the best of my knowledge and

2 belief.

3

4 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

5 Q- What are your recommendations in this proceeding?

6 My overall cost of capital recommendations for AWC are shown on Schedule 1 and are

7 summarized as follows:

8

9

10

Cost
3.00%
6.83%

9.5-10.5%
11

Short-Term Debt
Long-Term Debt
Common Equity

Total

Percent
4,80%

49.35%
45.85%

100.00%

Return
0.14%
3.37%

4.36-4.81%
7.87-8.33%

8.10% mid-point
12

13 I
I

14

15

16

AWC's application requests a return on common equity of 12.40 percent and overall rate

of return of 9.81 percent. I propose a return on common equity of 10.0 percent and an

overall rate ofretum of 8.10 percent.

1'7

18 Q. Please summarize your cost analyses and related conclusions for AWC.

19 A.

20 g

21
9

I

22

23

24

25

26

This proceeding is concerned with AWC's regulated water utility operations in Arizona.

My analyses are concerned with the Company's total cost of capital. The first step in

performing an analysis of the Company's cost of capital is the development of the

appropriate capital structure. AWC's proposed capital structure is comprised of 49.24

percent common equity and 50.76 percent long-term debt. This Capital structure is the

adjusted December 31, 2007, capital structure of the Company. I use a different capital

structure in my cost of capital analyses that contains more current figures (i.e., December

31 > 2008), including short-term debt. I

3
I

A.

i
!
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1

2

3

4

The second step in a cost of capital calculation is a determination of the embedded cost

rates of debt. AWC's application uses a long» term debt cost rate of 7.31 percent, which

reflects the Company's projected cost at December 3 I , 2007. I have used the 6.83 percent

rate of December 31, 2008, as cited in response to Staff DR 12.2, For the cost of short-

term debt, I use the 3.00 percent rate cited in response to Staff DR 12.3 (although the

Company does not include short-term debt in its cost of capital calculation).

5

6

7

8

9

10

The third step in the cost of capital calculation is the estimation of the cost of common

equity. Shave employed three recognized methodologies to estimate the cost of equity for

AWC. Each of these methodologies is applied to three groups of proxy water utilities.

These three methodologies and my findings are :
I

Discounted Cash Flow
Capital AssetPricingModel
Comparable Earnings

9.0-10.5% (9.'75% mid-point)
8.2-8.6% (8.4% mid-point)

9.5-10.5% (l0.0% mid-point)

Based upon these Endings, I conclude that the cost of common equity for AWC is within a

range of 9.5 percent to 10.5 percent. I recommend the mid-point of my cost of equity

range (10.0 %).

I

13

14

15

16

17

18

19

20

21

1

22

i

Combining these three steps into a weighted most of capital results in an overall rate of

return range of7.87 percent to 8.33 percent. My recommended 10.0 percent cost of equity

results in an overall cost of capital of 8.10 percent.

i
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1 ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES

2 Q-

3

4 A.

5

6

'7

8

9

10

What are the primary economic and legal principles that establish the standards for

determining a fair rate of return for a regulated utility"

Public utility rates are normally established in a manner designed to allow the recovery of

their costs, including capital costs. This is frequently referred to as "cost of service"

remaking. Rates for regulated public utilities traditionally have been primarily

established using the "rate base - rate of return" concept. Under this method, utilities are

allowed to recover a level of operating expenses, taxes, and depreciation deemed

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of

return on the assets used and useful (83, rate base) in providing service to their customers.

11

12

13

14

15

The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

and the rate of return is developed from the liabilities/owners' equity side of the balance

sheet as a percentage. The revenue impact of the cost of capital is thus derived by

multiplying die rate base by the rate of return (including income taxes).
I

16

1
17

1

18

19

20

The rate of return is developed from the cost of capital, which is estimated by weighting

the capital structure components (LQ, debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these by their cost rates. This is also

known as the weighted cost of capital.

i

E
21

22

23

24

25

26

Technically, "fair rate of return" is a legal and accounting concept that refers to an ex post

(a8erthe fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected or required return

on a liabil ity base. In regulatory proceedings, however, the two temps are often used

interchangeably, as I have done in my testimony.

I
I

|

i
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1

2

3

4
1
4

5

From an economic standpoint, a fair rate of return is normally interpreted to mean that an

efficient and economically managed utility will be able to maintain its financial integrity,

attract capital, and establish comparable returns for similar risk investments. These

concepts are derived from economic and financial theory and are generally implemented

using financial models and economic concepts.
i
I

1
i

6

7

8

9

10

Although I am not a lawyer and I do not offer a legal opinion, my testimony is based on

my understanding that two United States Supreme Court decisions provide the main

standards for a fair rate of return. The first decision is Bluefield Water Works and

Improvement Co. v. Pub. Serv. Comrn'n of W. Va.. 262 U.S. 679 (1923). In this decision,

the Court stated:11

l
F

12

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

What annual rate will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and
en lighten edjudgment, having regard to all reievanlfacts. A public utility
is entitled to such rates as will permit it to earn a return on the value of
the property which it employs for the convenience of the public equal to
that generally being made at the same time and in the same generaipart
of the country on investments in other business undertakings which are
attended by corresponding risks and uncertainties; but i! has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. The return should be
reasonably sujieien! to assure eonjiderice in the financial .soundness of
the utility, and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its public duties. A rate of
return may be reasonable at one time, and become too high or too low by
changes ajecttng opportunities for investment, the money market, and
business conditions generally. [Emphasis added.]

4

30

31 I

1

32

It is my understanding that theBlue5eld decision established the following standards for a

fair rate of return: comparable earnings, financial integrity, and capital attraction. It also

i
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1

2

noted the changing level of required returns over time as well as an underlying assumption

that the utility be operated in an efficient maier.

3

4 The second decision is Fed. Power Comm'n v. H9pe_Natural Gas Co., 320 U.S. 591

5 (1942). In that decision, the Court stated:

6

7
8
9

10
11
12
13
14
15
16

The rate-making process under the [Natural Gas] Act, Le., the fling of
just and reasonable' rates, involves a balancing of the investor and

consumer interests .... From the investor or company point of view it is
important that there be enough revenue not only for operating expenses but
also for the capital costs of the business. These include service on the debt
and dividends on the stock. By that standard the return to the equity owner
should be commensurate with returns on investments in other enterprises
having correspondiNg risks. That return, moreover, should be sujieient to
assure confidence in the financial integrity of the enterprise, so as to
maintain its credit and to attract capital. [Emphasis added.]

17

18

I

I

19

20 l

21

22

23

24

25

The three economic and financial parameters in the Bluefield and H535 decisions -

comparable earnings, financial integrity, and capital attraction - reflect the economic

criteria encompassed in the "opportunity cost" principle of economics. The opportunity

cost principle provides that a utility and its investors should be afforded an opportunity

(not a guarantee) to earn a return commensurate with returns they could expect to achieve

on investments of similar risk. The opportunity cost principle is consistent with the

fundamental premise, on which regulation rests, namely, that it is intended to act as a

surrogate for competition.

26

27 I understand that because Arizona is a "Fair Value" slate, Hope and Bluefield do not set

28 forth the legal requirements applicable to determining fair rate of return in Arizona. In

29 Simms v. Round Vallev Light & Power Co., 294 P.2d 378 (1956), the Arizona Supreme

I l

l

1
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1 Court took exception to application of the following principle in Arizona since the

Constitution mandates consideration of fair value:2

3

4

5

6

7

8

9

10

11

"In the Hope case the court, in testing the reasonableness of rates fxed by
the Federal Power Commission under the Natural Gas Act, 15 USCA.
Section 717 et seq., after holding that congress had provfdea' noformula by
which just and reasonable rates were to be determined, ruled that it was
thejinal result reached and not the method used in reaching the result that
was controlling and that it was unimportant Io 'determine the various
permissible ways in which any rate base on which the return in computed
might be arrived at. "

12

13

14

15

16

My testimony does not advocate that the Commission ignore the Simms holding in this

regard, or the fair value of AWC's property, which it is required to consider under article

15, section 14 of the Arizona Constitution. Rather, I f ind the Hope and Bluefield

decisions to be helpful in their discussion of comparable earnings, financial integrity and

capital attraction. I note that AWC witness Zepp also cites the Hope and Bluefield cases

as providing standards for the establishment of the fair rate of return for public utilities.

1

19

20 Q- I

21

22

23

How can these parameters be employed to estimate the cost of capital for a utility?

Neither the courts nor economic/financial theory have developed exact and mechanical

procedures for precisely determining the cost of capital. This is the case because the cost

of capital is an opportunity cost and is prospective-looking, which dictates that it must be

estimated.24

25

26

27

28

17
l

18

29

A.

There are several useful models that can be employed to assist in estimating the cost of

equity capital, which is the capital structure item that is the most difficult to determine.

These include the Discounted Cash Flow ("DCF"), Capital Asset Pricing Model

("CAPM"), Comparable Earnings ("CE") and Risk Premium ("RP") methods. Each of

i
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1

2

these methods (or models) differs from the others and each, if properly employed, can be a

useful tool in estimating the cost of common equity for a regulated utility.

3

4 Q- Which methods have you employed in your analyses of the cost of common equity in

5

6 A.

this proceeding"

I have utilized three methodologies to determine AWC's cost of common equity: the

7
I

i

8

9

DCF, CAPM, and CE methods. I have not employed a RP model in my analyses

although, as I indicate later, my CAPM analysis is a form of the RP methodology. Each

of these methodologies will be described in more detail in my testimony that follows.
i
i
I

10

11 GENERAL ECONOMIC CONDITIONS

12 Q- Why are economic and financial conditions important in determining the costs of

i

I

I
I
I

:13

14

15

16

17

18

19

20 I

21

22

capital?

The costs of capital, for both fixed-cost (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), the level of inflation, and

expected economic conditions. My understanding is that this position is consistent with

the Bluefield decision that noted "[a] rate of return may be reasonable atone time, and

become too high or too low by changes affecting opportunities for investment, the money

market, and business conditions generally."
I
I

I

I

L

i
1

I
l

Ei
I

A.

I
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1 Q, What indicators of economic and financial activity have you evaluated in your

2 analyses"

3

4

5

6

7

I have examined several sets of economic statistics from 1975 to the present. I chose this

time period because it permits the evaluation of economic conditions over three full

business cycles plus the current cycle to date, allowing for an assessment of changes in

long-term trends. This period also approximates the beginning and continuation of active

rate case activities by public utilities,

8

9

10

11

12
i
.

I

13

A business cycle is commonly defined as a complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient

period over which to measure levels and trends in long-term capital costs because it

incorporates the cyclical (i.e., stage of business cycle) influences, and thus, permits a

comparison of structural (or long-tenn) trends.

14

|15 Q- Please describe the timeframe of the three prior business cycles and the most recent

16

17 A.

cycle.

The three prior complete cycles and most recent cycle cover do following periods:

18

19

20

Business Cycle
1975-1982.

1982-1991
1991 -2001
Current

Expansion Cycle
Mar. 1975-July 1981
Nov. 1932-Ju1y 1990
Apr. 1991-Mar. 2001
Dec. 2001-Nov. 2007

Contraction Period

Aug. 1981-0ct. 1982
Aug. 1990-Mar.1991

Apr.2001 -Nov. 200 l
Dec. 2007-Present21

22

A.

Source: National Bureau of Economic,Research,"BusinessCycleExpansions and Contractions."

1
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1 Q,

2

Do you have any general observations concerning the recent trends in economic

conditions and their impact on capital costs over this broad period?

3 A.

4

5

6

7

Yes, I do, As I will describe below, until recently the U.S. economy enjoyed general

prosperity and stability over the period since the early 1980s. This period has been

characterized by longer economic expansions, relatively tame contractions, relatively low

and declining inflation, arid declining interest rates and other capital costs. The current

business cycle began in late 2001, following a somewhat modest recession earlier in the

8 year.

g

10

11

12

13

14

15

16
|

17

18

19

20

21

22

23

24

25

I
I.
I

26

Over the past two years, on die other hand, the economy has declined significantly,

initially as a result of the 2007 collapse of the "sub-prime" mortgage market and related

liquidity crises in the financial sector of the economy. Subsequently, this financial crisis

intensified with a more broad-based decline initially based on a substantial increase in

petroleum prices and a dramatic decline in the U.S. financial sector culminating with the

collapse and/or bailouts of a significant number of long-standing institutions such as Bear

Stearns, Lehman Brothers, Merill Lynch, Freddie Mac, FainiieMae, AIG and Wachovia.

This crisis has been described as the worst financial crisis since the Great Depression.

The U.S. and global governments are in the process of implementing unprecedented

actions to attempt to correct or minimize its scope and effects. As of this time, the

consequences of these governmental initiatives are unclear. There is also a universal

acceptance that the economy is in a serious recession. The impact of a severe economic

recession on cost of capital is very likely to be characterized by lower utility growth and

declining capital costs due to a decline in corporate profits and expected earnings growth.

It is clear dirt a serious recession also has negative impacts on AWC's customers, in terms

of income levels, unemployment and higher poverty levels. in addition, it is likely that

AWC's business customers are experiencing lower profits as a result of the recession.
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l

2

Clearly, this is not an environment in which it is sensible to increase the profitability of a

regulated company such as AWC.

3

4 Q- Please describe recent and current economic and financial conditions and their
i

5 impact on the costs of capital.

6 . A.

7

8

9

10

12

13

Schedule 2 shows several sets of economic data. Pages l and 2 contain general

macroeconomic statistics while pages 4 through 6 contain financial market statistics.

Pages 1 and 2 show that the U.S. economy ended 2007 as the sixth year of an economic

expansion although, as indicated previously, the economy was then entering a decline.

This is indicated by the growth inreal (i.e., adjusted for inflation) Gross Domestic Product

("GDP"), industrial production, and the increase in the unemployment rate. This most

recent expansion was characterized by Blower growth, in comparison to prior expansions

which resulted in lower inflationary pressures and interest rates.

14

15

16

17

18

19

20

21

The rate of inflation is also shown on pages 1 and 2. As is reflected in the Consumer Price

Index ("CPI"), for example, inflation rose significantly during the 1975-1982 business

cycle and reached double-digit levels in 1979-1980. The rate of inflation declined

substantially in 1981 and remained at or below 6.1 percent during the 1983-1991 business

cycle. Since 1991, the CPI hasbeen 4.1 percent or lower. The 0.1 percent rate of inflation

in 2008 was the lowest level of the past thirty years. This is indicative of virtually no

inflation, which should also be reflective of lower capital costs.

22

23 Q. What have been the trends in interest rates?

24

25

26

Pages 3 and 4 show several series of interest rates. Rates rose sharply to record levels in

1975-1981 when the inflation rate was high and generally rising. Interest rates declined

substantially in conjunction with inflation rates throughout the remainder of the 19805 and

A.

:
|
|
!
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1 throughout the 1990s. Lnterest rates declined even further from 2000-2005 and generally

recorded their lowest levels since the 1960s.2

3

4

5

6

7

8

9

10

11

12
I

1

13

14

15

During the past several years and up until the later half of 2008, long-term interest rates

remained low by historic standards. During the 2001 recession and early in the

succeeding expansion, the Federal Reserve lowered interest rates (i.e., Federal Funds rate)

ll times in 2001 and twice in 2003 in an effort to stimulate the economy. Following this,

the Federal Reserve increased short-term interest rates on 17 occasions between 2004 and

2006] although each time by only 0.25 percent, in an attempt to ensure that any perceived

inflationary expectations will not stifle continued economic growth. Nevertheless, the

Federal Reserve actions did not result in a pronounced increase in long-term rates. Most

recently, however, the Federal Reserve has lowered theFederalFunds rate (i.e., short-term

rate) on several occasions and it is currently 0.25 percent, an all-time low. The year 2008

experienced a pronounced decline in short-term rates and long-term U.S. Treasury

Securities yields, and an increase in utility bond yields, reflecting a "flight to safety."

16

17 Q. What have been the trends in common share prices?

18

19

Pages 5 and 6 show several series of common stock prices and ratios. These ratios

indicate that share prices were essentially stagnant during the high inflation/interest rate

20 environment of the late 1970s and early 1980s. On the other hand, the 1983-1991

21 zI
I

I

I

22

23

24

business cycle and the most recent cycles witnessed a significant upward trend in stock

prices. Since the beginning of the current financial crisis, on the other hand, stock prices

have declined precipitously and have been very volatile. Stock prices in 2008 and early

2009 are down significantly from 2007 levels, reflecting the financial/economic crises.

I

A.

1 See Federal Reserve Bank of New York, "Historical Changes of the Target Federal Funds and Discount
Rates," wwwnewyorkfcd.org/markets/statismics/dlyrateslfedrate.htmI,
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1 Q, What conclusions do you draw from your discussion of economic and financial

2 conditions?

3

4

5

6

7

8

It is apparent that recent and current economic/iinancial circumstances are radically

different from any that have prevailed since at least the 1930s. The recent deterioration in

stock prices and the decline in U.S. Treasury bond yields and increase in corporate bond

yields reflect the "flight to safety" that describes the extreme reluctance of investors to

purchase common stocks and corporate bonds while moving investments into the very

safe government bonds.

9

10

11

This "flight to safety" should not be interpreted to reflect an increase in the cost of capital,

however. Rather, it more properly reflects an "availability of capital" since investors have
I

i
I
I
I
I
I

12 been recently been unwilling to invest in any assets other than U.S. Treasury bonds. As I

13

14

15

noted previously, the opportunity cost of capital, as measured by the recent and current

returns of unregulated firms, has been the lowest 'm recent memory. Clearly, this cannot

be claimed to reflect an increase in the cost of capital for a regulated limy such as AWC.

16

17 CAPITAL STRUCTURE AND COST OF DEBT

18 Q- Please summarize AWC and its operations.

19 A, AWC is a public utility that delivers water service through its distribution systems in

20 Arizona AWC provides service to about 84,000 customers in 18 water systems in the

21 state. AWC is a subsidiary of Utility Investment Company (a Nevada Corporation), which

22 in tum is a subsidiary of United Resources, Inc. db San Gabriel Water.

23

A.
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Q. How have you evaluated the capital structure of AWC?1

2 A.

3

I have examined the historic (2006-2008) capital structure ratios of AWC.  These ar e

shown on Schedule 3. I have summarized below the common equity ratios for AWC:

4

5

6
2006
2007
2008

Including S-T Debt
59.9%
49.7%
45.8%

Excluding S-T Debt
64. 1%
64.0%
48.2%

I

7

This reflects a declining equity ratio since 2006.

Q.

8

9

10

11

12

A.

How do these capital structures compare to those of investor-owned water utilities?

Schedule 4 shows the common equity ratios (including short-term debt in capitalization)

for the three groups of water utilities utilized in my cost of equity analyses. These are:

13

14

15

16

Year
2004
2005
2006
2007
2008

Value
Linc
Group
52%
49%
50%
51%
50%

AUS
Utility
Group
50%
48%
50%
50%
49%

2691>
Group

50%
49%
50%
50%
51%

!
i
I

l
1

3
4

I

17

18

19

20

21

22

These common equity ratios are slightly higher than those of AWC in 2008, but similar to

the levels of 2007.

I
I 23

24

Q, What capital structure ratios has AWC requested in this proceeding?

25

26

A. The Company requests use of the following capital structure:

Long-Term Debt 50.76%

Common Equity 49.24%

i
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1 According to schedule D-I of AWC's filing, this is the adjusted capital structure of the

Company at December 31 , 2007 .2

3

4 Q- What capital structure do you propose to use in this proceeding?

A. I use updated versions of the capital structure ratios as proposed by AWC. I use the

December 31, 2008 capital structure amounts, as shown in the response to Staff DR 12.2.

In addition, I include short-term debt in the capital structure, as is this Commission's

precedent.

5

6

7

8

9

10

11

12

13

Q- What are the cost rates of debt in the Company's application?

14

The Company's filing cites a cost oblong-term debt of 7.31 percent. This is represented to

be die Company's adjusted cost at December 31, 2007. I use a cost of long-term debt of

6.83 percent inmy cost of capital analyses, which reflects the actual December 31, 2008

values. For the cost of short-term debt, I use the 3.00 percent rate shown on the response

to StaffDR 12.3.

Q-

15

16 I

17

18

19

20

A.

21

22

23

24

Can the cost al' common equity be determined with the same degree of precision as

the costs of debt?

No. The cost rates of debt are largely determined by interest payments, issue prices, and

related expenses. The cost of common equity, on the other hand, cannot be precisely

quantified, primarily because this cost is an opportunity cost. There are, however, several

models which can be employed to estimate the cost of common equity. Three of the

primary methods - DCF, CAPM, and CE - are developed in the following sections of my

testimony.

A.

K
I
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1

2

SELECTION OF PROXY GROUPS

Q,

3

4

How have you estimated the cost of common equity for AWC?

A. AWC is not a publicly-traded company. Utility Investment Company, AWC's parent

company, also is not a publicly-traded company. Consequently, it is not possible to

directly apply cost of equity models to either AWC or Utility Investment Company.

However, it is generally desirable to analyze groups of comparison or "proxy" companies

as a substitute for AWC to determine its cost of common equity.

I have examined three such groups for comparison to AWC. I have first selected the

group of four water utilities that are contained in the Standard Edition of Value Line.

Second, I have used the group of eight water utilities covered in AUS utility Reports.

Third, Shave conducted studies of the cost of equity for the proxy group of water utilities

selected by AWC's witness Thomas M. Zepp. i

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

DISCOUNTED CASH FLOW ANALYSIS

What is the theory and methodological basis of the DCF model?Q,

A. The DCF model is one of the oldest, as well as the most commonly-used, models for

estimating the cost of common equity for public utilities. The DCF model is based on the

"dividend discount model" of financial theory, which maintains that the value (price) of

any security or commodity is the discounted present value of all future cash Hows.

23

24

25

The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate. This variant of the dividend discount model is mown as the constant

growth or Gordon DCF model. In this framework cost of capital is derived by the

following formula:

I

I
l
i

26
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1 K

2

3 where: K = discount rate (cost of capital)

4 P = current price

D = current dividend rate5

6 g = constant rate of expected growth

7

8

9

10

This formula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

11

12 Q, Please explain how you have employed the DCF model.

13 A. I

14

15

I have utilized the constant growth DCF model. In doing so, I have combined the current

dividend yield for each group of proxy utility stocks described in the previous section with

several indicators of expected dividend growth.

16

17 Q- How did you derive the dividend yield component of the DCF equation?

18

19

20

21

There are several methods that can be used for calculating the dividend yield component.

Thesemethods generally differ in the manner in which the dividend rate is employed; Le.,

current versus future dividends or annual versus quarterly compounding of dividends. I

believe the most appropriate dividend yield component is the version listed below:

22

23
Yield

D 0 (I + 0.Sg)

F0

24

25

26

This dividend yield component recognizes the timing of dividend payments and dividend

increases, The PT in my yield calculation is the average (of high and low) stock price for

A.

I
4
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1

2

each proxy company for the most recent three month period (February-April, 2009). The

DO is the current annualized dividend rate for each proxy company.

3

4 Q. How have you estimated the dividend growth component of the DCF equation?

5 A.

6

7

8

9

10
I

11

12

13

The dividend growth rate component of the DCF model is usually the most crucial and

controversial element involved in using this methodology. The objective of estimating the

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

individual investors have different expectations and consider alterative indicators in

deriving their expectations. This is evidenced by the fact that every investment decision

resulting in the purchase of a particular stock is matched by another investment decision to

sell that stock. Obviously, since two investors reach different decisions at the same

market price, their expectations differ.

14 I

1

15 A wide array of indicators exists for estimating the growth expectations of investors. As a

16 result, it is evident that no single indicator of growth is always used by all investors. It

17

18

therefore isnecessary to consider alternative indicators of dividend growth in deriving the

growth component of the DCF model.

19

20 I have considered five indicators of growth in my DCF analyses. These are:

21

22 1.

23

2004~2008 (5-year average) earnings retention, or fundamental growth (per

Value Line);

i 24

25

2. 5-year average of historic growth in earnings per share ("EPS"), dividends

per share ("DPS"), and book value per share {"BVPS") (per Value Line),
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1

2

3

2009, 2010, and 2012-2014 projections of earnings retention growth (per

Value Line),

2006-2008 to 2012-2014 projections of EPS, DPS, and BVPS (per Value

4 Line), and

5 5.

6

5-year projections of EPS growth as reported in First Call (per Yahoo!

Finance).

7

8

9

10

11

12

13

I believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

groups ofproxy companies. I also believe that these growth indicators reflect the types of

information that investors consider in making their investment decisions. As I indicated

previously, investors have an array of information available to them, all of which should

be expected to have some impact on their decision-making process.

14

I

15 Q- Please describe your initial DCF calculations.

16 A.

17

18

19

Schedule 5 presents my DCF analysis. Page 1 shows the calculation of the "raw" (i.e.,

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCF

calculations, which are presented on several bases: mean, median, and high values. These

results can be summarized as follows:20

21

22

23 I

24

Value Line Group
AUS Group
Zepp Group

Mean
7.8%
9.0%
9. 1%

Median
7.8%
9.3%
9.2%

Mean

Highs
9.8%

11.3%
12.0%

Median
HigW
10.1%
10.0%
10.7%

2

3

Using only the highest growth rate.

Using only the highest growth rate.

4.

3.

i

I
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1

2

3

4

I note that the individual DCF calculations shown on Schedule S should not be interpreted

to reflect the expected cost of capital for the proxy groups, rather, the individual values

shown should be interpreted as alternative information considered by investors. The

individual DCF calculations also demonstrate how the focus on a single growth rate, such

as EPS projections, can produce a DCF conclusion that is not reflective of a broader

perspective of available information.

5

6

7

8

9

10

l l

12

13

The results in Schedule 5 indicate average (mean and median) DCF cost rates of 7.8

percent to 9.3 percent. The "high" DCF mates (i.e., using the highest growth rates only) are

about 9.8 percent to 12.0 percent on an average basis and 10.0 percent to 10.7 percent on a

median basis.

Q - I

A.

What do you conclude from your DCF analyses?

This analysis reflects a broad DCF range of about 7.8 percent to about 12.0 percent for the

proxy groups. This is approximated by the average/mean and values for the proxy groups

examined in the previous analysis. I give less weight to the extreme upper and lower ends

of the groups which are impacted by outlier results. I believe that 9.0 percent to 10.5

percent reflects the proper DCF cost for AWC. This reflects the mean/median results, as

well as most of the high end results.

i
I

r
I

14

15

16

17

18

19

20

21

22

23

24

CAPITAL ASSET PRICING MODEL ANALYSIS

Q. Please describe the theory and methodological basis of the CAPM.

E!

25

A. The CAPM is a version of the RP method. The CAPM describes and measures the

relationship between a security's investment risk and its market rate of return. The CAPM

was developed in the 1960s and 1970s as an extension of modem portfolio theory

!
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1 ("MPT"), which studies the relationships among risk, diversification, and expected

2 returns |

3

4 Q- How is the CAPM derived?

5 A. The general form of the CAPM is:

6

7 K=R/+,8Rm-R

8

9 where:

10

11

12

13

K = cost of equity

Rf = risk flee rate

Rm = return on market

13= beta

Rm-Rf = market risk premium

14 I
I
I

15
1

16 I

17
I

18

As noted previously, the CAPM is a variant of the RP method. I believe the CAPM is

generally superior to the simple RP method because the CAPM specifically recognizes the

risk of a particular company or industry (i.e., beta), whereas the simple RP method

assumes the same risk premium for all companies exhibiting similar bond ratings.

19

20 I Q. What groups of companies have you utilized to perform your CAPM analyses"

21' A.

22'

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my

DCF analyses.
l
I

23

24 Q-

25

Please explain the risk-free rate as used in your CAPM and indicate what rate you

employed.
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1

2

3

I

4

The first term of the CAPM is the risk~free rate (Rf). The risk-free rate reflects the level of

return that can be achieved without accepting any risk. In CAPM applications, the risk-

free rate is generally recognized by use of U.S. Treasury securities. Two general types of

U.S. Treasury securities are often utilized as the Rf component - short-term U.S. Treasury

bills and long-term U.S. Treasury bonds.

have performed CAPM calculations using the three-month average yield (February-

April, 2009) for 20-year U.S. Treasury bonds. Over this dorree-month period, these bonds

had an average yield of 3.82 percent.

I

Q. What is beta and what betas did you employ in your CAPM?

A. Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to

the overall market. Betas of less than 1.0 are considered less risky than the market,

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas

below 1.0. I utilized the most recent Value Line betas for each company in the groups of

proxy utilities,

I

I

I

I

i
I Q- How did you estimate the market risk premium component in your CAPM analysis?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The market risk premium component (Rm-Rf) represents the investor-expected premium of

common stocks over the risk-Hee rate, or government bonds. For the purpose of

estimating the market risk premium, I considered alternative measures of returns of the

Standard & Poor's ("S&P") 500 (a broad-based group of large U.S. companies) and 20-

year U.S. Treasury bonds.

A.

A.

First, I have compared the actual annual returns on equity of the S&P 500 with the actual

annual yields of U.S. Treasury bonds. Schedule 6 shows the return on equity for the S8cP



Direct Testimony of David C. Parnell
Docket No. W-01445A-08-0440
Page 23

I

2

3

4

5

500 group for the period 1978-2008 (all available years reported by S&P). This schedule

also indicates the annual yields on 20-year US. Treasury bonds, as well as the annual

differentials (i.e., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds.

Based upon these returns, I conclude that this version of the risk premium is about 6.45

percent.

6

7

8

9

10

I have also considered the total returns (Le, dividends/interest plus capital gains/losses)

for the S&P 500 group as well as for the long-term government bonds, as tabulated by

Momjngstar (formerly Ibbotson Associates), using both arithmetic and geometric means.

Shave considered the total returns for the entire 1926-2007 period, which are as follows :

11

12

13
Arithmetic
Geometric

S&P 500
11.7%
9.6%

L-T Gov 't Bonds
6.1 %
5.7%

Risk Premium
5.6%
3.9%

14

15

16
1

17

18

conclude from this that the expected risk premium is about 5.32 percent (i.e., average of

all three risk premiums). I believe that a combination of arithmetic and geometric means

is appropriate since investors have access lo both types of means and, presumably, both

types are reflected in investment decisions and thus stock prices and cost of capital.

19

20 Schedule 7 shows my CAPM calculations using the risk premium. The results are:

21

22 I

23
Value Line Group
AUS Group
Zepp Group

Mean
8.6%
8.3%
8.3%

Median
8.3%
8.2%
8.2%

24
4
I
l

I

I

25
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1 Q- What is your conclusion concerning the CAPM cost of equity?

2

3

4

The CAPM results collectively indicate a cost of 8.2 percent to 8.6 percent for the groups

of comparison utilities. I conclude that the CAPM cost of equity for AWC is 8.2 percent

to 8.6 percent.

5

6 COMPARABLE EARNINGS ANALYSIS

7 Q-

A.8

9

10

Please describe the basis of the CE methodology.

The CE method is derived from the "corresponding risk" standard of the Bluetield and

_I-_lg.8 cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the cost of capital is an opportunity cost: the prospective return

available to investors from alternative investments of similar risk.11 i!
12

13

14

15

The CE method is designed to measure the returns expected to be earned on the original

cost book value of similar risk enterprises. Thus, this method provides a direct measure of

the fair return, because the CE method translates into practice the competitive principle

16 upon which regulation is based.

17

18

19

20

21

22

t

23

24

The CE method normally examines the experienced and/or projected returns on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which uses a utility's book common

equity to determine the cost of capital. This cost of capital is, in tum, used as the fair rate

of return which is then applied (multiplied) to the book value of rate base to establish the

dollar level of capital costs to be recovered by the utility. This technique is thus consistent

with the rate base methodology used to set utility rates.

25

A.

E

i
!
3

1
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1 Q- How have you employed the CE methodology in your analysis of AWC's common

2

3 A.

4

5

6

7

8

9

equity cost"

I conducted the CE methodology by examining realized returns on equity for several

groups of companies and evaluating the investor acceptance of these returns by reference

to the resulting market-to-book ratios. In this manner it is possible to assess the degree to

which a given level of return equates to the cost of capital. It is generally recognized for

utilities that market-to-book ratios of greater than one (i.e., 100%) reflect a situation where

a company is able to attract new equity capita] without dilution (i.e., above book value).

As a result, one objective of a fair cost of equity is the maintenance of stock prices above

10 book value.

11

12

13

14

15

16

would iinther note that the CE analysis, as I have employed it, is based upon market data

(through the use of market-to-book ratios) and is thus essentially a market test. As a

result, my analysis is not subject to the criticisms occasionally made by some who

maintain that past earned returns do not represent the cost of capital. In addition, my

analysis uses prospective returns and thus is not confined to historical data.

17

I 18 Q. What time periods have you examined in your CE analysis?

19

20

1

21

22

23

24

25

My CE analysis considers the experienced equity returns of theproxy groups of utilities

for the period 1992-2008 (i.e., the last seventeen years). The CE analysis requires that I

examine a relatively long period of time in order to determine trends in earnings over at

least a full business cycle. Further, in estimating a fair level of return for a future period,

it is important to examine earnings over a diverse period of time in order to avoid any

undue influence from unusual or abnormal conditions that may occur in a single year or

shorter period. Therefore, in forming my judgment of the current cost of equity I have

i

A.
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1

2

focused on two periods: 2002-2008 (the last business cycle) and 1992-2001 (the most

recent complete business cycle).

3

4 Q.

5

6

Please describe your CE analysis.

Schedules 8 and 9 contain summaries of experienced returns on equity for several groups

of companies, while Schedule 10 presents a risk comparison of utilities versus unregulated

7 firms.

8

9

10

Schedule 8 shows the earned returns on average common equity and market-to-book ratios

for the groups of proxy utilities. These can be summarized as follows:

11 I

I
1

I

I

12 Value Line
Group

AUS
Group

Zepp
Group

13

14=
8.5-10.5%
9.1-11.0%

9.4-11.0%
9,5-11.1%

9.8-11.4%
9.6-11.3%

15
177-2.27%
173-217%

175-224%
171-214%

180-227%
175-217%16

17

Historic ROE
Mean
Median

Historic M/B
Mean
Median

Prospective ROE
Mean
Median

10.0-12.0%
10.0-12.0%

10.0-12.0%
10.0-12.0%

10.0-12.0%
10.0-l2.0%

18

19

20

21

22

23

24

These results indicate that historic returns of 8.5-11.4 percent have been adequate to

produce market-to-book ratios of 171-227 percent for the groups of proxy utilities.

Furthermore, projected returns on equity for 2009, 2010, and 2012-2014 are within a

range of 10.0 percent to 12.0 percent for the utility groups. These relate to 2008 market-

to-book ratios of 170 percent or higher.

A.

I

=.
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1 Q- Have you also reviewed earnings of unregulated firms?

2 A. Yes. As an alterative, I also examined a group of largely unregulated firms. I have

3

4

5

6

7

8

examined the S&P 500 Composite group, since this is a well-recognized group of Tims

that is widely utilized in the investment community and is indicative of the competitive

sector of the economy. Schedule 9 presents the earned returns on equity and market-to-

book ratios for the S&P 500 group over the past sixteen years. As this Schedule indicates,

over the two periods this group's average earned returns ranged from 13.9 percent to 14.7

percent with market-to-book ratios ranging between 288 percent and 341 percent.

9

10 Q-

11
I

12

13

14

15

16

17

How can the above information be used to estimate the cost of equity for AWC?

The recent earnings of the proxy utility and S8cP 500 groups can be utilized as an

indication of the level of return realized and expected in the regulated and competitive

sectors of the economy. In order to apply these returns to the cost of equity for proxy

utilities, however, it is necessary to compare the risk levels of the utility industry with

those of the competitive sector. I have done this in Schedule 10, which compares several

risk indicators for the S&P 500 group and the utility groups. The information in this

schedule indicates that the S&P 500 group is more risky than the utility proxy groups.

18

19 Q- What return on equity is indicated by the CE analysis?

20

21

22

23

24

25

26

I

A.

A. Based on the recent earnings and market-to-book ratios, I believe the CE analysis

indicates that the cost of equity for the proxy utilities is no more than 9.5 percent to 10.5

percent. Recent returns of 8.5 percent to 11.4 percent have resulteti in market-to-book

ratios of 170 and greater. Prospective rearms of 10.0 percent to 12.0 percent result in

anticipated market-to-book ratios of over 170 percent. As a result, it is apparent that

returns below this level would result in market-to~book ratios of well above 100 percent.

An earned return of 9.5 percent to 10.5 percent should thus result in a market-to-book ratio
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1 of over 100 percent.

2

3

As I indicated earlier, the fact that market-to-book ratios

substantially exceed 100 percent indicates that historic and prospective returns of over 10

percent reflect earnings levels that exceed the cost of equity for those regulated

4 companies .

5

6

7

8

9

10

11

12

13
I

14

15

16

17

Please also note that my CE analysis is not based on a mathematic formula approach, as

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current

conditions in equity markets. Further, it is based on the direct relationship between

returns on common stock and market-to-book ratios of common stock. In utility rate

setting, a fair rate of return is based on the utility's assets (i.e., rate base) and the book

value of the utility's capital structure. As stated earlier, maintenance of a financially

stable utility's market-to-book ratio at 100 percent, or a bit higher, is fully adequate to

maintain the utility's financial stability. On the other hand, a market price of a utility's

common stock that is 170 percent or more above the stock's book value is indicative of

earnings that exceed the utility's reasonable cost of capital. Thus, actual or projected

earnings do not directly translate into a utility's reasonable cost of equity. Rather, they

must be viewed in relation to the market-to-book ratios oftheutility's common stock.

18

19

20
I

I

21

My 9.5 percent to 10.5 percent CE recommendation is not designed to result in market-to-

book ratios as low as 1.0 for AWC. Rather, it is based on current market conditions and

the proposition that ratepayers should not be required to pay rates based on earnings levels

that result in excessive market-to-book ratios.22

4
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1 RETURN ON EQUITY RECOMMENDATIONS

2 Q- Please summarize the results of your three cost of equity analyses.

3 My three methodologies produce the following:

4

5
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

9.0-10.5% (9.75%mid-point)
8.2-8.6% (8.4% mid-point)

9.5-10.5% (10.0'/amid-point)
6

7

8 Q- What is your cost of equity recommendation for AWC?

9

10

I recommend a cost of equity of 9.5 percent to 10.5 percent for AWC. Within this range, I

recommend the 10.0 percent mid-point level.

12 Q- Please explain how the recent and current economic and financial crisis impacts the

13

14

15

16

17

18

cost of equity for AWC.

It is well chronicled that, over the past two years and especially over the past several

months, the United States and global financial markets have been in turmoil, The impacts

of this have been far-reaching and extreme, with global credit markets virtually coming to

a standstill. This crisis and its impact, however, do not imply that the cost of equity for

water utilities such as AWC have increased. I say this for the following reasons.

19

20 First, it must be emphasized that depressed economic conditions and the financial crisis l

affects vir tually all  sectors of the economy households, small businesses, larger21
I

22 commercial and industrials and, in most cases, the impact is greater than is the case for
i
i3 23 AWC. AWC is a regulated utility that sells a product that has no real substitutes. As

24 such, AWC and utilities are partially, if not largely, insulated from the impacts of

25

A.

A.

A.

depressed economic conditions.

I
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l

z Second, the mzqor impact of a recession is to depress the profits of most enterprises. As a

3

4

5

result, it is to be expected that capital costs will decrease in tandem with a significant

recession. There is no justification for increasing the profit level of a regulated utility

such as AWC at the same time that other enterprises are experiencing lower profits.

6

7

8

Third, even i f AWC were to incur higher costs of debt and/or other capital costs, these

costs can be passed along to ratepayers at the next rate proceeding. Unregulated films

cannot do this.9

10

11 Fourth, the United States and global govemrnents have taken, and continue to take,

12 extraordinary measures to avoid a further worsening of the current market turmoil. Most
I

I13

14

of these measures are designed to put liquidity into the credit markets and make credit

more accessible again and, in the process, restore more confidence to the financial

15 markets. All of these measures are clearly designed to lower the cost of capital. In this

16
i
I

17

environment, it wouldbe counter-productive to make any claim that AWC should have a

higher return at this time due to the above-cited market turmoil.

18

19 TOTAL COST OF CAPITAL

20 Q, What is the total cost of capital for AWC?

21 A.
3
9

I 22

Schedule l reflects the total cost of capital for the Company using AWC's capital

structure and costs of debt along with the range of common equity costs my analyses

23

24

support. The resulting total cost of capital is a range from 7.87 percent to 8.33 percent. I

recommend that an 8. 10 percent total cost of capital be established for AWC.
I
I
I
!

!
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1 Q.

2

3

4

5

6

7

Does your cost of capital recommendation provide the Company with a sufficient

level of earnings to maintain its financial integrity?

Yes, it does. Schedule 11 shows the pre~tax coverage that would result if AWC earned

my cost of capital recommendation. As the results indicate, my recommended range

would produce a coverage level within the benchmark range for a BBB4 rated utility. In

addition, the debt ratio (which reflects the Company's proposed capital strucnlre) is within

the benchmark for a BBB rated utility.

8

9 Q.

A.

Are you proposing a fair value rate of return in this proceeding?

10

11

12

Yes. However, in the present proceeding, AWC is not requesting a FVRB that differs

from its original cost rate base. Therefore, the proposed FVROR does not differ from my

previously recommended overall rate of return.

13

14 Q- Are you aware that AWC is requesting an Attrition Adjuster in this proceeding"

15

16
I

17
I

18

19

20

21

22

Yes, I am. AWC, through the testimonies of William Garfield and Joel Raker, is

requesting an Attrition Adj aster Mechanism ("AAM"). Mr. Garfield states that the AAM

should be approved for AWC in the absence of the approval of several other proposed

adjuster mechanisms, including a Purchased Power Adjuster Mechanism ("PPAM"),

Purchased Water Adjuster Mechanism ("PWAM"), and Purchased Fuel Adjuster

Mechanism ("PFAM"). Mr. Garfield states that, in the absence of the approval of all of

the adjuster mechanisms proposed or the approval of the AAM, the Company "will not be

able to attract capital on reasonable terms to construct necessary utility plant."

i
9

I
I

i
I

I

A.

4 A rating indicating medium grade investment quality.

I
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1 Q.

2

3

4

5

6

Do you believe that the proposed ARM is necessary for AWC in order to attract

capital on reasonable terms?

No, I do not. AWC has exhibited an ability to attract capital in recent years without the

combination of adjuster mechanisms it is presently requesting. I further note that this

Commission has recently declined to continue the approval of certain automatic

adjustment mechanisms for several AWC operating divisions in recent cases.

7

8

9

10

l l

12

13

Finally, I note that the current economic recession, and its impact on AWC's customers,

makes the timing of the implementation of an AAM problematic at this time. It is not fair

or proper to ask ratepayers to insulate AWC from its business risk factors at the same time

that these same ratepayers are suffering from current economic circumstances. I further

note that the magnitude of AWC's rate request (i.e., a proposed 35 percent increase in

rates) makes die requested adjuster mechanisms particularly burdensome to customers.

141

15 It is my understanding that other Uti l i t ies Division Staff witness are opposing the ARM i n

16 thisproceedings.

17

18 COMMENTS ON COMPANY TESTIMONY

19 Q. Have you reviewed the testimony of AWC witness Thomas M. Zepp?

20 A.

21

Yes, I have. Dr. Zepp is recommending a return on equity for AWC of 12.4 percent. His

12.4 percent recommendation is derived as follows :

I

i 22
I

I
I
I
I

23 11.8%- 11.9% Table 10

24

DCF Analysis -- "Zepp Approach"

DCF Analysis - "Staff Approach" 11.3%-11.4% Table 11

25 DCF Average: 11.6%

26

A.

i

I

I

i

I
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1 11.8% Table 13

2

CAPM Analysis -- L-T MRP

CAPM Analysis .- Current MRP 12.5% Table 14

3 12.1%

4 11.9%

5

CAPM Average

Average Cost of Equity Estimate

Risk Premium for AWC 0.5%

6

7

8

Cost of Equity Recommendation for AWC 12.4%

Q.

9 A,

10
I

11
i

H
F
F
I

12

Do you agree with Dr. Zepp's methodologies and conclusions?

No, I do not. Each of Dr. Zepp's DCF and CAPM methodologies and inputs suffer from

defects that have the effect of over-estimating the cost of equity for water utilities in

general and AWC in particular. In addition, his proposed fifty basis points risk adj vestment

for his perception of AWC's risks is improper and should not be accepted by the

Commission.13

14

15] Q.

16

L

I

I
I

l
I
1

I

1

1

17

What is your response for Dr. Zepp's DCF conclusions using his perception of the

"conceptually correct DCF" analysis?

This is summarized on Table 10 of Dr. Z» epp's testimony. In this table, Dr. Zepp performs

18 two sets of DCF analyses one with a 3-month yield and one with a 12-month yield.

19

20

Both sets of DCF analyses employ an 8.56 percent growth rate, which are developed on

Table 9. It is noteworthy that all of the growth rates shown on his Table 9 are analysts'

21 forecasts of EPS.
I

i
I22

23
I

I
I
:

I

I

24

I do not believe it is proper to rely on a single type of growth rate estimate in a DCF

context. This is especially true when, as is the case here, the single growth rate reflects I
I

25

A.

only projected data. 3
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1 Q- Why is it improper to rely exclusively on analysts' forecasts of EPS in a DCF model?

2 A. There are several reasons why it is not proper to rely exclusively on analysts' forecasts in

3 a DCF context.

4

5

6

7

First, it is not realistic to believe that investors rely exclusively on a single factor, such as

analysts' forecasts, in making their investment decisions. Investors have an abundance of

available information to assist them in evaluating stocks and EPS forecasts are only one of

8 many such statistics.

9

10

11

12

13

Second, Value Line, one of Dr. Zepp's sources of EPS projections, publishes a large

number of individual company data and ratios. Presumably these are published for the

consideration of subscribers/investors, It is also apparent that Value Line publishes both

historic and forecast data .- yet Dr. Zepp considers only one factor and only the forecast

14 version of this factor.

15

16

17

18

19

Third, the vast majority of information available to investors, by both individual

companies in the form of annual reports and offering circulars, and by investment

publications such as Value Line, is historic data. It is neither realistic nor logical to

maintain that investors only consider projected (estimated) data to the exclusion of historic

20 (actual) data.

21

22

23

24

25

26

Fourth, there have been a number of academic studies that indicate that analysts' forecasts

have been overly-optimistic in the past. See, for example a 1998 article (in the Financial

Analysts Journal, Vol. 54, No. 6, Nov./'Dec. 1998, 35-42) titled "Why So Much Error In

Analysts' Earnings Forecasts'?," by Vijay Kumar Chopra. in this article, the author

concluded, "Analysts' forecasts of EPS and growth in EPS tend to be overly optimistic."
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1

2

3

4

He concluded that analysts' forecasts of EPS over the past 13 years have been more than

twice the actual growth rate. Investors are aware of the propensity of analysts to over-

estimate EPS forecasts. In addition, the presumption that investors rely only on a single

projection implies that investors are unsophisticated and unable to make their own

decisions. This also is not rational.5

6

7

8

9

Fiilh, the experience over the past two years should be a clear signal to investors that

analysts cannot accurately predict EPS levels. Hardly any security analysts predicted the

decline in poEts that occurred in 2008 and 2009 to-date.

10

11 Sixth, the well-publicized financial debacles of Enron and WorldCom demonstrate

12 I

13

14

dramatically how analysts are oNer either unwilling or incapable of discerning potentially

disastrous impacts of a company's projected EPS, and how even current earnings can be

distorted by the complex financial machinations of large, aggressive corporations.

15

16

17
i

18

19

20

21

22

23

24

25

Finally, during 2003, ten of the nation's largest securities firms agreed to pay a record

$1.4 billion in penalties to settle U.S. government charges involving investor abuses,

many of which resulted from analysts' forecasts and recommendations that the

government charged were biased and subject to conflicts-of-interests. This settlement

largely grew out of a New York State investigation and reflects the national, and even

international, scope o f  t he negative perceptions of analysts' forecasts and

recommendations. These, and other, similar investigations and complaints have

underscored a growing awareness that analysts' estimates cannot be considered an

unbiased source of growth expectations by investors, and this understanding has important

implications for a DCF analysis that exclusively incorporates any such estimates.
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l In

2

3

4

5

6

summary, investors are now very much aware of recent scandals involving security

analysts, including the Enron and WorldCom debacles, conflicts of interest that have

resulted in settlements, fines, and public admonishments, as well as other negative

connotations related to the reliability of analysts' forecasts. These problems clearly call

into question the reliance of analysts' forecasts as the only source of growth in a DCF

context. The landscape has changed in recent years and investors have ample reasons to

doubt the reliability of such forecasts at the present time.7

8

Q~ Are EPS projections generally higher than the alternative indicators of growth

available to investors?

9

10

11 A,

12

13

Yes, they are, It is apparent from the data in my Schedule 5 that EPS projections are

generally the highest indicators of growth. Again, it is not realistic to believe that all

investors rely exclusively on this single source of data.

I
I

Q, What is your response to Dr. Zepp's DCF conclusions based upon his perception of

the "staff approach" to the DCF model?
I

!
i

4

14

15

16

17

18

19

20

This is shown on Table ll of Dr. Zepp' s testimony. As was the case for his "conceptually

correct" DCF analysis, he performed two sets of DCF calculations - one with a 3-month

yield and one with a 12-month yield. Both sets of DCF calculations used a growth rate of

8.07 percent.
I

21

3

E

22 Q- How is this 8.07 percent growth rate derived?

23

24

25

l

26

A.

A. Dr. Zepp states, on page 31, that his 8.07 percent growth rate is the average of the historic

growth rates shown on his Table 3 (7.6 percent) and projected growth rates shown on his

Table 9 (8.6 percent). I note that the 7.6 percent average growth rate on his Table 3

reflects the following average growth rates for his water sample group:

I



l.

Q

Direct Testimony of David C. Purcell
Docket No. W-01445A-08-0440
Page 37

1 5-Year 10-Year

Sample2 Sample

Average Average

9.4%

5.8%

2.9%

5.5%

Growth

Indicator

Stock Price

BVPS

DPS

EPS

10.5%

7.0%

3.2%

7.3%

8.3% 6.9%Average

Average 7.6%

Q- Do you agree with his historic growth rates" I

A.

l

in |
I
I
4

r

3

4

5

6

7

8

9

10

11

12

13

14

15
1

16

17

18

19

20

21

22

23

24

No, I do not. In particular, I do not agree with the use of stock price growth in a DCF

context. I believe that stock price growth is too unstable to be used as a viable indicator of

investor expectations, especially at the current time. Over the past year, stock prices have

dropped substantially. This is particularly relevant since Dr. Zepp's stock price growth

ends with the year 2007. Given the performance of the stock market in 2008 and 2009, it

is problematic that investors would give significant weight to stock price growth

forming expectations of growth in a DCF context. This is especially significant since the

growth of stock prices greatly exceeds the growth of the other indictors. Eliminating the

stock price growth indicator has the effect of reducing the 5-year average growth rate to

5.8 percent (down from 8.3 percent) and the 10-year average growth rate to 4.7 percent

(down loom 6.9 percent). The average of these two is 5.25 percent (down from 7.6

vl
percent).

i
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1

2

Q- Do you agree with Dr. Zepp's projected growth rates he uses in this DCF analysis?

3

4

5

No, I do not. As I show on my Schedule 5, the most recent average of analysts forecasts

of EPS (excluding Connecticut Water, as Dr. Zepp does) is 7.2 percent (down from the 8.6

percent shown in Dr. Z,epp's testimony using forecasts from December 2007 to February

2008).

6

Q~ What is your response to Dr. Zepp's CAPM "based on long-term average market

risk premium?"

This is shown on Table 13 of Dr. Zepp's testimony. His 11.8 percent conclusion is derived

as follows:

Risk Free Rate 4.9%

7

8

9

10

11

12

13

14 Beta 0.98

Forecasts of Long-Term Gov 't Bonds as of early

2008

Value Line betas as 0fFebruary 2008
i
I

Market Risk Premium 7. 1 % Ibbotson 1926-2007 difference in market returns of

S&P 500 and income returns on long,-term
I

government bonds

Each of these three inputs is dated and overstated.

How is the risk free rate overstated?

15

16

17

18

19

20

21

22

23

Q.

A,
I

:
I
I

|

I

I

24

Dr. Zepp uses a 4.90 percent risk free rate. As I show in my testimony, the yields on 20-

year U.S. Treasury bonds have been well below this level for quite some time. For the

most recent three-month period, the average yield on long-term U.S. treasury bonds has

been 3.83 percent, which is more Dian 100 basis points below the yield used by Dr. Zepp.

I

25

26

I

A.

i

L

1

I
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1 Q. Why are Dr. Zepp's beta values over-stated"

2 The Value Line beta values for water utilities have declined since February 2008 - the

3

4

time period of Dr. Zepp's betas. As I have shown in my testimony, more current (April

2009) betas for his water group average 0,84 (down from his dated 0.98 average).

5

6

8

Please now explain why Dr. Zepp's market risk premium is excessive.

His 7.1 risk premium reflects the 1926-2007 risk premium between total returns on the

S&P S00 and income returns on long-term government bonds, as reported in Morningstar

9 (Ibbotson) .

10

11
E1

12

13

14

15
1

16

17

I disagree with Dr. Zepps's risk premium which appears to employ exclusive reliance on

the 1926-2007 arithmetic average differences between large company stocks (i.e., S&P

500) and long-term Treasury bonds. As I indicated earlier in my testimony, it is preferable

to use multiple sources of risk premium measures, as I have done. Dr. Zepp's 7.1 percent

risk premium used only arithmetic returns, and ignores geometric (compound) returns in

deriving the risk premium component of the CAPM. This is not proper. It is apparent that

investors have access to both types of returns, and correspondingly use both types of

returns, when they make investment decisions. »18 ]

19

20

21

22

23

In fact, Ir is noteworthy that mutual fund investors regularly receive reports on their own

funds, as well as prospective funds they are considering for investment, that show only

geometric returns. Based on this, I find it difficult to accept Dr. Zepp's position that only

arithmetic returns are considered by investors, and, thus, only arithmetic returns are

24 appropriate 'm a CAPM context.

1

l
4• |

I

A.
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l "income

2

3

4

5

6

7

8

9

I also disagree with Dr. Zeppls 7.1 percent risk premium since it improperly used

returns" from the Morningstar study rather than "total returns." What Dr. Zepp did was

compare the differential between total returns for common stocks (i.e., dividends and

capital gains) and only income returns for Treasury bonds. As such, he has ignored the

capital gains component of the Treasury bonds return. As I indicated in my earlier

testimony, the differential between total returns of common stocks and Treasury bonds, is

5.6 percent on an arithmetic basis. In addition, Dr. Zepp's use of the Morningstar study

only used half of the reported data (arithmetic means) and ignored the other half of the

reported data (geometric means).

10

11

12
l

13

14

15

16 1

17

It is apparent that, when Dr. Zepp's historic risk premium estimate is updated for the

inclusion of 2008 data, a much different picture emerges. The 1926-2008 differential

between the arithmetic returns of the S&P 500 and long-term government bonds has

declined from 6.5 percent to 5.6 percent (i.e., 11.7 percent total return from S&P 500

minus 6.1 percent total return for long-tenn government bonds), a reduction of 90 basis

points. A similar update of his "income return" would have the effect of reducing his

CAPM risk premium to 6.5 percent, or 60 basis points.

18

19 Q- Please now turn to Dr. Zepp's CAPM analysis "basui on current forecast of market

20 risk premium,"

E
I 21

22

23

24

I

i
I

25

This is shown on Table 14 of his testimony. The only difference between his two setsof

CAPM analyses is the market risk premium, as body use the same values of the risk free

rate and beta. The market risk premium in Dr. Zepp's "Current Forecast of Market Risk

Premium" is 7.7 percent and is developed by comparing "DCF Equity Costs" of the Value

Line Industrial Composite and long-tenn treasury bonds for the period 1987 to 2007, as

shown on his Table 15.26

I

A.

.
1

I
I
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1

2

3

4

5

6

I do not believe this is an appropriate methodology with which to estimate the market risk

premium for a water utility. The DCF rates shown in his Table 15 show values of 17

percent and above over the last three periods, with resulting risk premiums of over 12

percent. These 17 percent plus DCF rates seem excessive and greatly exceed the achieved

returns of unregulated firms over both long-term and recent times, as evidenced by the

Morningstar (Ibbotson) studies cited in my testimony.

7

8 Q.

9

Do you agree with Dr. Zepp's proposal to add a 50 basis point risk adjustment to the

DCF and CAPM results for his water group to account for tlxe perceived higher risk

10 of AWC?

11

12

13

14

No, I do not. Dr. Zepp's proposed 50 basis point adjustment above the DCF and CAPM

cost rates for his group of proxy water utilities is based upon his perception that AWC is

more risky than the companies making up his proxy group. The perceived risk factors that

Dr. Zepp cites are as follows:
I

15
l
I

4

1

I

16

17

I

18
L

I

19

20

Regulation in Arizona - pages 16-17

Lack of automatic adjustment mechanisms, such as arsenic treatment costs,

purchased water, purchased fuel, and purchased power costs - pages 17-20

Inverted rate structures .- pages 20-21

Small size ofAWC -- pages 21-23

21

22 Q,

I
23 I A.

Do you agree with Dr. Zepp's perception of AWC's risks"

No, I do not. disagree with Dr, Zepp on the relative risk of AWC for two primary sets of
f
I

24

i 25

A.

reasons. First, Dr. Zepp is comparing AWC, as a company, with the operations of the

AWC, like many of the proxy companies, is part of a largerproxy companies.
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1

2

organization. It is not proper to compare one subsidiary of a water group with the total

operations of other water groups.

3

4

5

Second most, if not all, of the risks cited by Dr. Zepp are not new to AWC. As a result,

the Commission has had the opportunity to assess these perceived risks in previous AWC

6 cases. My reading of the decisions in several recent AWC decisions does not reflect any

7

8

9

10

11

12

13

14

Commission recognition of the risks cited by Dr. Zepp. I note that this Commission has

previously found (e.g., Decision No. 66849 in Docket No. W-01445A-02-0619, dated

March 19, 2004 and Decision No. 68302 in Docket No. W-01445A-04-0650) that no risk

adjustments are appropriate for AWC. It is my belief that such a position remains the at

this time. In fact, even if there were any Commission recognition of these risks, their

impact would be reflected in the costs of equity approved for AWC. These returns have

recently been in the area of 10 percent or less, which is similar to what I  am

recommending in this proceeding for AWC.

15

16 Q,

17

18

19

20

21

Dr. Zepp also maintains, on page 14, that the risks of the water industry have

increased in recent years, due to an increase in average beta values for water utilities.

Do you agree with this assertion?

No, I do not. In fact, since Dr. Zepp's testimony was prepared in early 2008, the average

beta values ofhis water sample have decreased. According to his logic, this indicates a

decline in the risk of the water utility industry.

22
I
I

I23 Q- Does this conclude your Direct Testimony?

24 Yea, it does.

A.

A.

3
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BACKGROUND AND EXPERIENCE PROFILE
DAVID c. PARCELL, MBA, CRRA
PRESIDENT/SENIOR ECONOMIST

EDUCATION

1985
1970

1969

M.B.A., Virginia CommonwealthUniversity
M.A., Economics, Virginia Polytechnic Institute

andState University,(Virginia Tech)
B.A., Economics, VirginiaPolytechnic Institute and

State University, (Virginia Tech)

POSITIONS
2007-Present
1995-2007

President, Technical Associates, Inc.
Executive Vice President and Senior Economist, Technical

Vice President and Senior Economist, C. W.

1972-1993 Economist,

1969-1972
1968-1969

Associates, Inc.
1993-1995
Amos otlVirginia

Vice President and Senior Technical
Associates, Inc.

Research Economist, Technical Associates, Inc.
Research Associate, Department of Economics, Virginia

Polytechnic Institute and State University

ACADEMIC HONORS

I Omicron Delta Epsilon -Honor Society in Economics
Beta Gamma Sigma - National Scholastic Honor Society of Business Administration
Alpha Iota Delta - National Decision Sciences Honorary Society
Phi Kappa Phi - Scholastic Honor Society

I

i

I

P
1

PROFESSIONAL DESIGNATIONS

Certified Rate of Return Analyst - Founding Member
Member of Association for Investment Management and Research (AIMR)

RELEVANT EXPERIENCE

ljngpcjal Economics -- Advised and assisted many Virginia banks and savings and loan.
associations on organizational and regulatory matters, Testified approximately 25 times before
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the Virginia State Corporation Commission and the Regional Administrator of National Bain cs
on matters related to branching and organization for banks, savings and loan associations, and
consumer finance companies. Advised financial institutions on interest rate structure and loan
maturity. Testified before Virginia State Corporation Commission on maximum rates for
consumer finance companies.

Testified before several committees and subcommittees of Virginia General Assembly on
numerous banking matters.

Clients have included First National Bank of Rocky Mount, Patrick Henry National Bank,
Peoples Bank of DanviI1e, Blue Ridge Bank, Bank of Essex, and Signet Bank.

Published articles in law reviews and other periodicals on stricture and regulation of
banking/financial services industry.

Utilitv Economy_g:_§ -- Performed numerous f inancial  studies of  regulated publ ic ut i l i t ies.
Testified in over 300 cases before some thirty state and federal regulatory agencies.

Prepared numerous rate of return studies incorporating cost of equity determination based on
DCF, CAPM, comparable earnings and other models. Developed procedures for identifying
differential risk characteristics by nuclear construction and other factors.

Conducted studies with respect to cost of service and indexing for determining utility rates, the
development of annual review procedures for regulatory control of utilities, fuel and power plant
cost recovery adjustment clauses, power supply agreements among affiliates, utility franchise
fees, and use of short-term debt in capital structure.

I

I

I

Presented expert testimony before federal regulatory agencies Federal Energy Regulatory
Commission, Federal Power Commission, and National Energy Board (Canada), state regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, District of
Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Maine, Maryland,
Missouri, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, Ohio, Oklahoma,
Ontario (Canada), Pennsylvania, South Carolina, Texas, Utah, Vermont, Virginia, West Virginia,
Washington, Wisconsin, and Yukon Territory (Canada).

I.
i

l
!

Published articles inlaw reviews and other periodicals on the theory and purpose of regulation
and other regulatory subjects.

Clients served include state regulatory agencies in Alaska, Arizona, Delaware, Missouri, North
Carolina, Ontario (Canada), and Virginia; consumer advocates and attorneys general in Alabama,
Arizona, District of Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky,

4

A
I
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Maryland, Nevada, New Mexico, Ohio, Oklahoma, Pennsylvania, South Carolina, Texas, Utah,
Vermont, Virginia, and West Virginia, federal agencies including Defense Communications
Agency, the Department of Energy, Department of the Navy, and General Serv ices
Administration, and various organizations such as Bath Iron Works, Illinois Citizens' Utility
Board, Illinois Governor's Office of Consumer Services, Illinois Small Business Utility
Advocate, Wisconsin's Environmental Decade, Wisconsin's Citizens Utility Board, and Old
Dominion Electric Cooperative.

Insurance Economics -- Conducted analyses of the relationship between the investment income
earned by insurance companies on their portfolios and the premiums charged for insurance.
Analyzed impact of diversification on financial strength of Blue Cross/Blue Shield Plans in
Virginia.

Conducted stufiies of profitability and cost of capital for property/casualty insurance industry.
Evaluated risk of and required return on surplus for various lines of insurance business.

Presented expert testimony before Virginia State Corporation Commission concerning cost of
capital and expected gains from investment portfolio. Testified before insurance bureaus of
Maine, New Jersey, North Carolina, Rhode Island, South Carolina and Vermont concerning cost
of equity for insurance companies.

Prepared cost of capital and investment income return analyses for numerous insurance
companies concerning several lines of insurance business. Analyses used by Virginia Bureau of
Insurance for purposes of setting rates.

Special Studies -- Conducted analyses which evaluated the financial and economic implications
of legislative and administrative changes. Subject matter of analyses include returnable bottles,
retail beer sales, wine sales regulations, taxi-cab taxation, and bank regulation. Testified before
several Virginia General Assembly subcommittees.

>

Testified before Virginia ABC Commission cnfncetning economic impact of mixed beverage
license.
Clients include Virginia Beer Wholesalers, Wine Institute, Virginia Retail Merchants
Association, and Virginia Taxicab Association.

I

l|
:
9

i

Franchise, Merger &_Anti-Trust Economics -- Conducted studies on competitive impact on
market structures due to joint ventures, mergers, franchising and other business restructuring.
Analyzed the costs and benefits to parties involved in mergers. Testified in federal courts and
before banking and other regulatory bodies concerning the structure and performance of markets,
as well as on the impact of restrictive practices.
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Clients served include Dominion Bankshares, asphalt contractors, and law firms.

Transportation_18conomics -- Conducted cost of capital studies to assess profitability of oil
pipelines, trucks, taxicabs and railroads. Analyses have been presented before the Federal
Energy Regulatory Commission and Alaska Pipeline Commission in rate proceedings. Served as
a consultant to the Rail Services Planning Office on the reorganization frail services in the U.S.
Economic Loss Anyges -- Testified in federal courts, state courts, and other adjudicative
forums regarding the economic loss sustained through personal and business injury whether due
to bodily harm, discrimination, non-performance, or anticompetitive practices. Testified on
economic loss to a commercial bank resulting from publication of adverse information
concerning solvency. Testimony has been presented on behalf of private individuals and
business liras.

MEMBERSHIPS

American Economic Association
Virginia Association of Economists
Richmond Society of Financial Analysts
Financial Analysts Federation
Society of Utility and Regulatory Financial Analysts

BoardofDirectors 1992-2000
Secretary/Treasurer 1994-1998
President l 998-2000

RESEARCH ACTIVITY

Books and Major Research Reports

"Stock Price As An Indicator of Performance," Master of Arts Thesis, Virginia Tech,
1970

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior
Approval in the Commonwealth of Virginia," prepared for the Bureau of Insurance of the
Virginia State Corporation Commission, with Charles Schotta and Michael I. Ilea, 1971

"An analysis of the Virginia Consumer Finance industry to Determine the Need for
Restructuring the Rate and Size Ceilings on Small Loans in Virginia and the Process by
which They are Governed," prepared for the Virginia Consumer Finance Association,
with Michael J. Ilea, 1973
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State Banks and the_State Corporation Com_mission: A I-listoIic_al Review, Technical
Associates, Inc., 1974

"A Study of the Implications of the Sale of Wine by the Virginia Department of
Alcoholic Beverage Control", prepared for the Virginia Wine Wholesalers Association,
Virginia Retail Merchants Association, Virginia Food Dealers Association, Virginia
Association of Chain Drugstores,SouthlandCorporation, and the Wine Institute, 1983.

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An
Operational Review", prepared for the Bureau of Insurance of the Virginia State
Corporation Commission, with Michael J. Ilea and Alexander F. Skidpan, 1988.

The Cost of Capital - A Practitioners' Guide,Society of Utility and Regulatory Financial
Analysts, 1997 (previous editions in 1991, 1992, 1993, 1994, and 1995).

Papers Presented and Articles Published

"The Differential Effect of Bank Structure on the Transmission of Open Market
Operations," Western Economic Association Meeting, with Charles Schotta, 1971 i

"The Economic Objectives ef Regulation: The Trend in Virginia," (with Michael J. Ilea),

William anal Mary Law Review, Vol. 14, No. 2, 1973

"Evolution of the Virginia Banking Structure, 1962-1974: The Effects of the Buck-
Holland Bill", (with Michael J. Ilea), William and Mary Law Review, Vol. 16, No. 3,
1975

"Banking Structure and Statewide Branching: The Potential for Virginia", William and_
Mary Law Revgsw,Vol. 18,No. l, 1976 I

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past,
Present, and Future,"WilliamandMarv Busgress Review," Vol. 1,No. 2, 1976

I

"Electronic Banking - Wave of the Future?" (with James R. Marchand), Jou._rna1 of
Management and Business Consulting, Vol. 1,No. 1, 1976

I

"The Pricing of Electricity" (with James R. Marchand), Journal of Management and
BusinQ8 Consulting, Vol. 1, No.2,1976

I

I

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard
D. Rogers),University of Richmond Law Review, Vol. 11,No. 3, 1977

I

i

I

3
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"When Is It In the 'Public Interest' to Authorize a New Bank'?", University of Richmond
Law Review, Vol. 13, No. 3, 1979

"Banking Deregulation and Its Implications on the Virginia Banking Structure," William
and Marv Business Review, Vol. 5, No. 1, 1983

"The Impact of Reciprocal Interstate Banking Statutes on The Performance of Virginia
Bank Stocks", with William B. Harrison, Virginia Social Science Journal, Vol. 23, 1988

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal,
Vol. 24, 1989

"Identifying and Managing Community Bank Performance Airer Deregulation", with
William B. Harrison, Journal ofManagerial Issues, Vol. II, No. 2, Summer 1990

"The Flotation Cost Adjustment To Uti l i ty Cost of  Common Equity - Theory,
Measurement and Implementation," presented at Twenty-Fifth Financial Forum, National
Society of Rate ofRetu.m Analysts, Philadelphia, Pennsylvania, April 28, 1993.

Biography of Myon Edison Bristow,Dictionary of VirginiaBiography, Volume 2, 2001 .

5
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Exhluit_(Dcp-1)
Schedule 1

ARIZONA WATER COMPANY
TOTAL COST OF CAPITAL

item Amount ti Percent Cost Weighted Cost

Short-Term Debi 4.80% 300% 1/ 0.14%

Long-Term Debt 49.35% 6.83% 1/ 337%

Common Equity

$7,300,000

$75,000,000

$69,671,689 45. 85% 9.50% 10.50% 4.38% 4.81%

Total $151,971,689 100.00% 8.33%

Mid-Point 8.10%

7.87%

if Per response to Staffs DR 12.2.
I

1w

I.

I

I

I

I
I

E
3
!
I

l

I
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ECONOMIC indicators

Yea r

Rea!
GDP

Growth*

Industrial

Production

Growth

Unemploy-

ment
Rate

Consumer
Price Index

Producer
Price Index

1975 - 1982 Cycle

1975

1976

1977

1978

1979

1980

1981

1982

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

-8.9%
10.8%
5.9%
5.7%
4.4%
-t .9%
1.9%
-4.4%

8.5%
7.7%
7.0%
5,0%
5.8%
7.0%
7.5%
9.5%

7.0%
4.8%
6.8%
9.0%

13.3%
12.4%
8.9%
3.8%

6.6%
3.7%
5.9%
9.2%

12.8%
11.8%
7.1%
3.6%

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
5.8%
3.7%
3.1 v,
2.9%
3.8%
3.5%
1.8%
-0.5%

1983 - 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7 2 %
0.9% 7,0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
_2.0% 5.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1%

q

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

1992 -2001 Cycle
3.1% 7.5%
3.3% 6.9%
5.4% 6.1 %
4.8% 5.6%
4.3% 5.4%
7.2% 4.9%
5.9% 4.5%
4.3% 4.2%
4.2% 4.0%
-3.4% 4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%

1 .6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.8%
- 1 5 %

l

Current Cycle

I

\

2002
2003
2004
2005
2006
2007
2008

1.6%
2.5%
3.6%
2.9%
2.8%
2.0%
1.1%

-0.1%
1.3%
2.5%
3 3 %
2.3%
1.5%
-2.2%

5.8%
8 0 %
5.5%
5. 1%
4.6%
4.6%
5.8%

2.4%
1.9%
3.3%
3.4%
2,5%
4.1%
0.1%

1.2%
4 0 %
4.2%
5.4%
1.1 %
6.2%
-0.9%

*GDP=Gross Domestic Product

Source; Council of Economic Advisors, Economic Indicators, various issues.

I

I
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ECONOMIC INDICATORS

._¢-» l-

Year

Real
GDP

Growth'

Industrial
Production

Growth

Unemploy-

ment

Rate

Consumer

Price Index

Producer
Price Index

._l-4--1-.---' ._..¢...;»-..-1

2002

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2.7%
2.2%
2 4 %
0.2%

-3.8%
-1 .2%
0.8%
1.4%

5.6%
5.9%
5.8%
5.9%

2.8%
0.9%
2.4%
1.6%

4,4%
_2.0%
1.2%
0.4%

2003

1st Qtr.
2nd Car.

3rd Qtr.
4th Qtr.

1.2%
3.5%
7.5%
2.7%

1.1%
-0.9%
-0.9%
1.5%

5.8%
6.2%
6 4 %
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
3.2%
2.8%

2004

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3 0 %
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5 6 %
5.B%
5.4%
5.4%

5 2 %
4.4%
0.B%
3.6%

52%
4.4%
0.8%
72%

I

I
I

2005
1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

3.0%
2.6%
3.8%
1.3%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%

5.0%
4 9 %

4.4%
15%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006

1st Qtr
2nd Qtr.
3rd Qtr.
4th Qtr,

4.8%
2 7 %
0.8%
1.5%

3.4%
4.5%
5.2%
3.5%

47° />
4 6 %
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2001

1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

0.1%
4.B%
4.8%
-0.2%

2.5%
1.6%
1.8%
2.2%

45%
45%
4.6%
4.8%

4.8%
5.2%
1.2%
6.4%

6.4%
6.8%
1.2%

10.8%

2008

1st QU.
2nd QU.
3rd Qtr.
am Qtr.

0.9%
2 8 %
-0.3%
-3.8%

1.8%
-0.4%
-3.2%
-6.6%

4.9%
53%
6.0%
59%

2.8%
7.6%
2.8%

-13.6%

9.6%
14_ 0%
-0.4%
-27.6%

2009

1st Qtr. -6.1% -118% 8.1% 2.4% -1.2%

Source: Council of Economic Advisors, Economic Indicators, various issues, 4
\
I
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INTEREST RATES

Year
Prime

Rate

US Treas
T Bills

3 Month

US Treas
T Bonds
10 Year

Utility
Bonds

Ala

amity
Bonds

As

Utility
Bonds

A

Utility

Bonds
Baa

1975

1975

1977

197B

1979

19B0

1981

1982

7.86%
8.84%
6.83%
9.06%

12.67%
15.27%
18.89%
14.86%

584%
499%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%

1975 n 1982 Cycle
7.99% 9.03%
7.81 % 8.63%
7.42% 8.19%
8.41% 8.B7%
9.44% 9.86%
11.46% 12-30%
13.93% 14.84%
13.00% 14.22%

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61%
929%
10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%
10.95%
13.95%
16.60%
16.45%

1983 - 1991 Cycle

1983

1984

1985

1986

1987

1988

1989

1990

1991

10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.46%

863%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%

11 . 10%
12.44%
10.62%
7.68%
B.390/8
8.85%
8.49%
8.55%
7.86%

12.52%
12.72%
11 .68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%

13.65%
14.03%
12.47%
9.58%

10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.98%
10.00%
10.53%
11 .00%
9.97%
10.06%
9.55%

1992

1993

1994

1995

1995

1997

1998

1999

2000

2001

6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91 %

3.45%
3.02%
4.29%
5.51 %
5.02%
5.07%
4.81%
4.66%
5.85%
3.45%

1992 - 2001 Cycle
7.01% 8.19%
s.81% 7.29%
7.09% 8.07%
6.57% 7.68%
6.44% 7.48%
6.35% 7.43%
5.26% 6.77%
5.65% 7.21%
6.03% 7.88%
5.02% 7.47%

8.55%
7.44%
8.21 %
7.77%
7.57%
7.54%
6.91 %
7.51 %
8.06%
7.59%

8.59%
7.59%
8.31 %
7.89%
7.75%
7.80%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91 %
8.63%
8.29%
8.15%
7.95%
7.26%
7.88%
8.35%
8.02%

.
i
.

I

I

Current Cycle

[1]

I

2002
2003
2004
2005
2006
2007
2008

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%
5.09%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41%
1.48%

4.61 %
4.01%
4.27%
4.29%
4.80%
4.63%
3.65%

7.19%
6.40%
6.04%
5.44%
5.84%
5.94%
6.18%

7.37%
6.58%
6.16%
5.55%
6.07%
6.07%
6.53%

8.02%
6.84%
5.40%
5.93%
6.32%
6 . 3 %
7.25%

I
i

[1] Note: Moody's has not published Aaa utility bond yields since 2001,

I
ISources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record; Federal

Reserve Bulletin; various issues.

I
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INTEREST RATES

YI Lr
Prima
R810

Ia. Treas
T Bills

1 Month

US tvu is
T a§flHI
lo  Vea l

uznuy
Boris
All

l)!ili'1
M M :

[ U A l

Utilliy
Bonds

A

utility

Bonds
Baa

am
Jan
Feb
h r

Apr

May
Jinn

July

Aw
gem

1 D515
39014
1 9.1*

UI 6.8718
e ala,
a 5.61.
G was

?.IT%
1.171i
Toss;
B 949;

4.25%
4.25%
.1 Ana.

4.25%
4.25%
Lanai
Anna;

4.00%
4.08%

4.00%
4.00%
4.004

1.1 7%
1.16%
1 114.

1.14%
1na1;

095%
D Quam

D36%
M514

0.93%
0.9411
D 90%

3.96%
3.5716
3.33%
198%
4.4514
42194

4.29%
4-.:oss
4.21%

6.20%
61218
5.3714

5.4894
snow
528%
a2e1s
sjaan.

186%
B D316
6  l g *

6 B418
6.361%

6.21 *
5.51%

S3816
6.56%
5.43%
B am
B nr.

0.4754
630%
s.n?'ls
7.08%

5.87%
6.194
a s ;
6.61%

4.00%
-¢¢96l»

I o n

0.899-
g 9213;
0.94%

4.15%
1 9 8 %
:a:$-L
4 asst.
4 1 1 %
n a s t .
Aj a x .

5 M% u m

911%
6.12%
5.45%

91524
a.a-ns
s ans
8.45'!é
E.2T%
a.1Tss
e.1s9.
6.10%

: p o x
1.00%

4.60%
425%
4.5u~L
435¢jl,
4151.

5.110%
5.25%

u.941~'.
1 .Aus

1 :Rx
1 85-'ii
14513
1.65%
1 15%
2.06%

2.20%

1154
4,1 :so
410%
4-1 res
41314

5.1 cos

5.83%
5.33%
5.65%

5.3014
BJJ956
5.9516
5.T9'li
s.v4vs
5.79%
m a s

5.15%
6.15%
s.s11-a
S3516
a.sz'z4.
8.48%
8.27%
6.141%
5.98%
5.94%
S a m
5.92%

O f
Nov
Dec

:umm

Jan

F en
Mar

AP'
May
June

J My

M n
s o
e a

NGV
DBL

2085

Jan
Feb

M81

Avi'
m . ,

Jinn

4.2214
IL1194.
4.5m
4.3494
4.14%
-Lucas
4.18%
4.2694
m m .

5 50%
5 55*

5.75%
5.56%

5.39%
5.D5%
518%

1.23%
5 : i s
a s ;

5.59%
5.5598

5 7 5 %
s o u s
5 saw
5  w s
M a a s
54018

5.95%
s rem
50114

595%
s gust.
5.70%

m y

NW
549'
DC!
Nov
Dec

zoos

Jin

Fob

525%
550%
515%
s.1s*as
BG0'5l»
425%
615%
nsu9s
user.
6.751

1.o011-
'!25'A

282%
25314
215%
239%
: n e s s
2 99%
3 22%
145%
:a4:ra¢.
a f r o s
n o w -
annum

4*4-sec.
4544
44]t\§

5 sw-

550%

5.5215
5.791g
5.58%
5.80%

S a m

5.54%
5.11314
5.04-4
5.l9%

5.14%

Mar

w

We*
June
J\II¥

A w
s¢ ¢ !

O f

550%

5.5594
5.71%

5.02%
E.\B%

m a x

51544
5.82%
s a s s
5 29%
5.42%
a4n1s
s:IT1\

62111-
E ones
5-was
58IJ"5E
sav=l.

ams;

8.11%
628%
a.s414.

I

No
Dec
: l m

7.59%

7.50%
7.75%
7.15*
8.00%
825%
8.25%
a.259s
a 25*
a 25%
8.25%
82596

4.204

4.41%
4.51%
4.5994
4.72%
4.T94s
4.9644
4.58%
4.5214
4.5914
4.95%

4. 8595

4.42*
4.51%
4.125

4.99%
511%
5.11 'is
5.09%
4.88%
4.T2"lb
1131>
4.80%

4.56%

6.13%
s.tns\
5a1%
5.a31s
5.51%
5.82%

6.5-9%
5.4194
5.51%

4.4395
a.2|sa|.
8.2494

8.94%
6.95%

J i n
Feb-
Mar

Auf
mer
June
July

Aw
sea'
o n
Nov
Dos

8.2.5'L
az5=ls
1.25'lf»
4251;

4.25%
025%
82514.
615%
71514,

7.50%
7.54154

7.25%

4 91519

511215

4.9795
44894

4.11%
4 5314

4 Tn;
4.72%
45896
46996
4.T§'I

5.1014
8 num
4 so.

4.52%
4.535

4. 15%
l. um

i r o n
5.1314
5.8514
58314
5.85%
6.14%
s.1195
6.1194
6.104
0.94%
5.9%
s a s s

s w z s
agues
5 8 5 %
5.9/16
5.99%
5 8 9 %
a25ln
914%
amass
o .1ns
5.97%
6 1 5 %

4 1615

6.105
61:tv»
524%
62334,
65414,
Baan
15.514

6.4595
6.36%
41.zT\s
15.511,

45414

484%
41114

:>srp.~s
34914
3081.

'B.D0% eases
e 80%

:wt
Jan
Feb
no

once;

55714
50-415
539%
599%
5 ans

*W
May

Jllne

July

Aw
SeW
O f
nm,
Dec

525%

500%
5 go*
s ness

anew
snows

50095
4.00%
4.00%
325%

2.86%
2.21%
1.3594
1.32v4

1.719,
1.901
112%
1191.

14615
0.84%
0.39%
D 04%

3.74%
3.14%
3.51%

mays
188%
4.10%
4.o\°»

m o m
351%
i n c

as ks
2.42%

61916

6.13%
8.99%
s.1:vls
8.95%

B.B3!é
5.93%

aunt.
e.z11s

51114
5 2915
527%
a xe s
6.40%
6.3796
5.49%

7.58%
Tow.
B 54%

5.68%
5.52%
529%

was-14

6.97%
15.9449
T.15'l'i
a.ssv.

8.95%
8.13%

I

n o s
Jan
Fob
Mar
Auf

125%
3.25%
3.25%
3 25*

0.12%
0.31%
0.8%
0.17%

152%
2aT~a

142%
293%

8.01%
6.11%
6.14%

B 20%

839%
BJDQL
6.42%
u s e s

7.90%
7.74%
8.00%

8 93%

111 Note: Moodys has nor publislle¢1 Aar utllrly bond yiddasince 2001. 1

Sources faunas at Economic Advisors. Economic lndicawri; Mandy: Bond Renaud Federal

Reserve Bulletin: various Issues.

I



\

\

Exhibit (DCP-1 I

Schedule 2
Page 5 of 6

STOCK PRICE INDICATORS

Year

5&P NASDAQ
Composite [1] Composite [1] DJIA

S&P
DIP

S&P

EXP

1975 _ 1982 Cycle

1975
1976
1g77
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844,40
891 .41
932.92
884,36

4.31%
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%

9.15%
8.90%

10.79%
1 2 0 3 %
1 3 4 6 %
12.66%
11.96%
11.50%

1983 - 1991 Cycle

1

[1]

4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%

8.03%
10.02%
8. 12%
6.09%
5.48%
8.01%
7.41%
6.47%
4 7 9 %

1983
1984
1985
1986
1987
1988
1989
1990
1991

[11
322.84
334.59
3761 a 491.69

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,578.94
2,929.33

I

i

9

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

$415.74
$451 .21
$460.42
541 .72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18

1992 - 2001 Cycle

$599.26 3,284.29
715.16 3,522.06
751.65 3,793.77
925.19 4,493.76

1,164.95 5,742.89
1,489.49 7,441 .15
1,794.91 8,625.52
2,728.15 10,464.88
3,783.67 10,734.90
2,035.00 10,189.13

2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1.49%
1.25%
1_15%
1.32%

4.22%
4.46%
5.83%
5.09%
5.24%
4.57%
3.48%
3.17%
3.63%
2.95%

I

I

:

I

1,539.73
1,647.17
1,986.53
2,099,32
2,263.41
2,578,47
2,161.65

Current Cycle
9,225.43
8,993.59
10,317.39
10,547.67
11,408.57
13,169.98
11,252.62

1 .61 %
1.77° /,
1 .72%
1.83%
1.87%
1.85%
2.37%

2.92%
3.B4%
4.89%
5.36%
5.78%
5.29%
3.55%

2002
2003
2004
2005
2006
2007
2008

993.94
965.23

1 _130.G5
1,207,23

1.310.46
1.477.19
1,220.04

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prim' to 19914

1
I.

Source; Council of Economic Advisors, Economic Indicators, various issues.

i I
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Exhibi¢_(Dcp-1 I
Schedule 2
Page 6 of 6

STOCK PRICE INDICATORS

YEAR
ss.p

Com pos ire

NASDAQ
Composite DJIA

sa.p
DrP

S8»P

EIP

2002

1st Qtr
2nd Qtr.
3rd Qtr,
4th Qtr.

1.131.56
1,088.45
894.65
B87.91

1,879.85
1,541.53
1,308.17
1,346.07

10,105.27
9,912.70
8,487.59
8,400.17

1.39%
1.49%
1176%
1.79%

2.15%
2.70%
3.68%
3. 14%

zoos

1st Qtr.
2nd Qtr.
3rd Qtr.

4th Qtr,

860.03
938.00

1,000.50
1,056.42

1,350.44
1,521 .92
1,765.96
11934.71

8,122.83
a_e84.52
9,310.57
9,856.44

1.89%
1.75%
1.74%
1.69%

357%
3.55%
3.87%
4.38%

2004
1st'Qlr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133,29
1,122,87
1,104,15
1,162.07

2,041.95
1,984.13
1,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10.35225

1.64%
1.71%
1.79%
1./5%

4.62%
4.92%
5.1 B%
4.83%

2005

1st Qtr,
2nd Qtr,
3rd Mr.
4th Qtr.

1,191.98
1,181.65
1,225.91

1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35

10,532.24
10,827.79

1.77%
1.85%

1.83%
1.86%

5 1 1 %

5.32%
5.42%

5.50%

2006

1st Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr.

1,283.04
1,281 .77

1,28B.40
1,389.48

2,287.97
2,240,116
2,141.97
2,390.26

100995.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91%
1.51%

5.61%
5.86%

5.88%
5.75%

2007

I

1st Qtr,
2nd Qtr.

3rd Qtr.
am Qtr.

1.425.30
1,496.43
1.490.81
1_494_0g

2,444.85
2,552.37
2,609.68
2,701.59

12,470.97
13,214.26
13,4B843
13,502.95

1.84%
1.82%
1.86%

1.91%

5.85%
5.65%
5.15%
4.51%

2008

i t  Q t r .
2nd Qtr.
3rd Qtr.

4th Qtr.

1,350.19
1,371.65
1,251.94
909.80

2,332.91
2,426.26
2,290.87
1,599.64

12,383.86

12,508.59
11,322.40

8,795.61

2. 11%

2.10%
2.29%

2.98%

4.55%
4.05%

3.94%
1.65%

2009
1st Qtr. B09.31 1,485.14 7,774.95 3. 00%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991.

Source: Council of Economic Advisors, Economic Indicators, various issues.

1

I

,I

l

i



Exhibit (DCP-1)
Schedule 3

ARIZONA WATER COMPANY
CAPITAL STRUCTURE RATIOS

2006 - 2008

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

NOTES
PAYABLE

2006 $71 ,388,102
59.9%
64.1%

$40,000,000
33.6%
35.9%

$7,800,000
6.5%

I

I

I

2007 $$1,015,718
49.7%
64.0° />

$40,000,000
2a.0%
36.0%

$32,800,000
22.4%

2008 $69,671 ,689
45.8%
48.2%

$75,000,000
49.4%
51 .8%

$7,300,000
4.8%

I
1

Source: Response to Staff Data Request 7.1 and 7.07.

I

1

I

I

I

E
3



\.

Exhibit (DCP-1 )

Schedule 4

PROXY WATER UTILITIES
COMMON EQUITY RATlos

COMPANY 2004 2005 2006 2007 2008

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

48%
45%
51%
63%

47%
44%
51%
53%

50%
38%
55%
56%

50%
43%
57%
52%

54%
44%
55%
45%

Average 52% 49% 50% 51% 50%

AUS Utility Reports Group

l
American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex W ater
SJW Corporation
Southwest Waler Co.
York Water Company

48%
45%
36%
51%
53%
46%
56%
63%
48%

47%
44%
38%
51%
55%
42%
57%
53%
45%

50%
38%
38%
55%
54%
49%
56%
56%
51%

50%
43%
48%
57%
50%
48%
52%
52%
48%

54%
44%
45%
55%
53%
50%
52%
45%
45%

3
I

Average 50% 48% 50% 50% 49%

Zapf Water Sample Group

American States Water Co.
Aqua America. Inc.
California Water Service Group
Connecticut Water Service. Inc,
Middlesex W ater
SJW Corporation

48%
45%
51%

53%
46%
56%

47%
44%
51%
55%
42%
57%

50%
38%
55%
54%
49%
56%

50%
43%
57%

50%
48%
52%

54%
44%
55%
53%
50%
52%

Average 50% 49% 50% 50% 51% i!

8 Source; AUS utmtly Reports.

!
m
l

i

1
3
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Exhibit (DCP-1)
Schedule 5
Page 1 of 4 '

PROXY WATER uTILITIEs
DIVIDEND YIELD

COMPANY DPS
February - April__2009

HIGH LOW AVERAGE YIELD

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

$1.00
$0.54
$1.18
$0.10

$38.79
$21 .50
$46.19
$5.85

$29.76
$16.59
$35.66
$3.67

$34.28
$19.05
$40.93
$4.76

2.9%
2.8%
2.9%
2.1%

Average 2.7% 3
I

AUS Utility Reports Group

$34.28
$19.05
$14,41

I

American States Water Co,
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, inc,
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

$1 .00
$0.54
$0.71
$1 .18
$0.89
$0.71
$0.60
$0.10
$0.50

$38.79
$21 .50
$16.00
$46.19
$24.76
$17.71
$29.22
$5.85

$14.51

$29.76
$15.59
$12.81
$35.66
$17.31
$11 .64
$18.22
$3.67
$934

$40.93
$21 .of
$14.68
$23.72
$4.76
$12.13

2.9%
2.8%
4.9%
2.9%
4.2%
4.9%
2.8%
2.1 %
4.2%

1

Average 3.5%

Zepp Water Sample Group

American States Water Co.
Aqua America. Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation

$1 .00
$0.54
$1 .1 a
$0.89
$0.71
$0.66

$38.79
$21 .50
$46.19
$24.76
$17.71
$29.22

$29.76
$16.59
$35.66
$17.31
$11.64
$18.22

$34.28
$19.05
$40.93
$21 .04
$14.68
$23.72

2.9%
2.8%
2.9%
4.2%
4.9%
2.8%

Average 3.4%

Source: Yahoo! Finance.

I
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Exhibil.__lDcp~1}
Schedule 5
Page 2 of 4

PROXY WATER UTILITTES
RETENTIDN GROWTH RATES

I

I

A r I

COMPANY 2004 2005 2D05 2007 2008 Average 2009 2010 '12-'14 Average

Value Lina Water Group

American States Water Co.
Aqua America, Inc.
Calilomla Water service Group
Southwest Waler Ce.

1.2%
4.8%
2.2%
1 .5%

3.3%
50%
2.1%
2.2%

2.6%
4.1%
1.1%
2.1%

38%
32%
1.1%
-13%

26%
2.9%
3.9%

2.7%
4.0%
2.1%
1.3%

4.0%
2.5%
4.5%

4.5%
3.0%
4.5%

6.5%
5.8%
50%

5.0%
3.5%
5.0%

Average 2.5% 4.5%

*HBP " rt"- - " l l .
.

AUS Utility Reports Group

40%
2.5%

4.5%
3.0%

5.5%
5.0%

5.0%
3.5%

2.6%
2.9%
1.4%
3.9%
1.9%
1.9%
4.5%

2.7%
4.0%
2.5%
2.1%
1.3%
1.3%
5.6%
1.3%
2.1%

4.5% 4.5% 6.0% 55%

American Stales Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Waiar Sewiae Group
Connedimi Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

1.2%
48%
2.0%
2.2%
3.1%
0.8%
4.y%
15%
2.5%

3.3%
5.0%
2.8%
2.1%
0.4%
0.5%
6.1%
2.2%
3.0%

2.8%
4.1%
4.0%
1.1%
-0.5%
1.5%
9.5%
2.7%
2.4%

38%
32%
2.4%
1.1%
1.5%
1.8%
3.4%
-13%
1.5% 1.3%

Average 2.5% 4.5%

zepp Water Sample Group

American States Water Co,
Aqua America, Inc.
Caliibmia Waler Service Group
Connedicul Water Sewioe, Inc.
Middlesex Waler
SJW Corporation

1.2%
4.8%
2.2%
3.1%
0.8%
4.7%

3.3%
5.0%
21%
D.4%
0.5%
5.1%

2.6%
4.1%
1.1%
-0.5%
15%
9.5%

3.8%
3.2%
1.1%
1 5%
18%
3.4%

2.6%
2.9%
3.9%
19%
18%
45%

2.7%
4.0%
2.1%
1.3%
1.3%
5.5%

4,0%
2.5%
4.5%

4.5%
3.0%
4.5%

6.5%
5.0%
5.0%

5.0%
3.5%
5.0%

Avelige z.s% 4.5%

Source: AUS Utility Reports and Value Llne Investment Survey. 1i.
|
4

I

I

a

I
I

I

i
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Exhibit__{Dcp-1 )
Schedule 5
Page 3 of 4

PROXY WATER UTILITIES
PER SHARE GROWTH RATES

I

COMPANY
5-Year Historic Growth Rates

EPS DPS BVPS Average
Est'd '06-'08 to '12-'14 Growth Rates

EPS DPS BVPS Average

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co,

14.7%
5.1%
9.4%

2.6%
7.8%
0.9%
8.5%

5.1%
7.9%
6.1%

7 .5°/=>

6 . 9 %
5 . 5 %
8 . 5 %

9. 5%
100%
9.0%

5.0%
35%
25%

3 . 0 %
6 . 5 %

3.0¢/1

5.8%
6.7%
48%

Average 7.1% 5.8%

\ll

AUS Utility Reports Group

9 . 5 %
1 0 . 0 %

5.0%
3.5%

3.0%
6.5%

5.8%
6.7%

14.7%
5.1%
5.7%
9.4%
-0.7%
7.9%
35%

5.1%
79%
56%
6.1%
3.2%
6.2%
9.0%

9 . 0 % 2.5% 3.0% 4.8%

American States water Co,
Aqua America, Inc.
Artesian Resources Corp.
California Water Service Group
Connecticut Water Service, inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company 3.9%

2.6%
7.8%
end,
0.9%
1.2%
1.5%
58%
8.5%
5.8% 8.6%

7.5%
6.9%
5.8%
5.5%
1.2%
5.2%
6.1 %
8.5%
6,1%

I

Average 5.9% 5.8%

zepp Water Sample Group

American States Water Co.
Aqua America. Inc.
California Water Service Group
Connecticut Water Service, Inc
Middlesex Water
SJW Corporation

14.7%
5.1%
9.4%
-0.7%
7.9%
3.5%

2.8%
7.8%
0.9%
1.2%
1.5%
5.8%

5.1%
7.9%
6.1%
3.2%
6.2%
9.0%

7.5%
6.9%
5.5%
1.2%
5.2%
61%

9.5%
10.0%
9.0%

5.0%
3.5%
2.5%

3.0%
8.5%
3.0%

5.8%
6.7"/l
4.8%

r

F

Average 5.4% 5.8%

1 r

Source: AUS Utility Reports and Value Line Investment Survey.

I

I
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Exmbn_¢ocp.1l
scheat 5
Page4of4

PROXY WATER UTIUTIES
DCF COST RATES

COMPANY
ADJUSTED

YIELD

HISTORIC
RETENTION
GROWTH

PROSPECTIVE
RETENTION
GROWTH

HISTORIC
PER SHARE
GROWTH

liRospEcTlvE FIRST CALL
PER SHARE UPS
GROWTH GROWTH

AVERAGE
GROWTH

DCF
RATES

Vah.leLine WaterGroup
W

E
E

Americal Slalcs Waief Of.
Aqua America, Inc.
California Water Savior Group
soulhwesi Water co.

30%
2.9%
3.0%
2.2%

2.7%
4.0%
2.1%
1.3%

50%
3.5%
5.0%

7.5%
B.9%
5.5%
B.5%

58%
6.7%
4.8%

4.0%
7.5%
8.3%
5.0%

5.0%
5.7%
4.7%
4.9%

B.O%
86%
17%
7,1%

Mean 2.B% 2.5% 4.5% 7.1% 58% 5.7% 5.1% 7.8%

Median 2.9% 2.4% 59% 7.2% 5.8% 5.7% 5 0% 7.8%

Composite-Mean 5.3% 7.3% 9.8% 85% 8.5% 18%

CDITIPDSHE-MEdi8l1 5.3% 7.9% 1o.1°/. 8.8% B B % 7.9%

.n

AUS Llumy Reports Group

50%
35%

58%
67%

American Slates wais Co.
Aqua Amarma, inc.
Arlesaarl Resources CMP
Caltfamla water SenNce Gluup
c¢nnec1ian Water Service, Ina
Middlesex Waler
SAW Corporation
Southwest Water Co.
Volt Water Company

a 0%
2.9%
5. 1 'as
3.0%
4.4%
5.0%
2.9%
2.2%
4.3%

2.7%
4,0%
2.5%
2.1%
1.3%
13%
5.6%
1.3%
21%

5.0%

7.5%
6.9%
5.8%
5.5%
1.2%
52%
6.1%
85%
6.1%

4.8%

4.0%
7. 5%
6.0%
8.3%
150%
8.0%
10.0%
5.0%
10%

5.0%
5.7%
4.s°,s.
4.7%
5.8%
4.8%
7.2%
4.9%
5.1%

8G%
83%
9.8%
7.7%
!D.2%
9.8%
10.1%
7.1%
9.3%

Mean 3.5% 2.5% 4.5% 5.9% 5.8% 7,B% 5.3% 9.0%

Median 3.0% 2.1% 5.0% 6.1% 5.8% 7,0% 5.0% 9.8%

Composite-Mean 6.2% 8.1% 9.5% 9.4% 11.3% 9.0%

Composfle-Martial 5.1% B.0% 9.1% 88% 10.0% 80%

I

Zepp waler sample Group

i
I
I

50%
3.5%
50%

5.8%
61%
48%

AmericanStalesWawaCo.
Aqua wmenw,lm;
california waterService Group
ConnectionWeer sewioe,Inc
Middlesex Water
SJWC¢Jrpo1alicn

30%
2.9%
3.0%
4.4%
5.0%
2 . 9%

2.7%
4.0%
2.1%
1.3%
1.3%
5.6%

7.5%
6.9%
5.5%
1.2%
5.2%
6.1%

4.0%
7.5%
6.3%
150%
8.ass
10.0%

5.0%
51%
41%
5.8%
4.8%
7.2%

80%
8.6%
7.7%
10.2%
9.8%
10.1%

I

I

I

I

I

I

I

I
Mean 3.5% 2.8% 4.5% 5.4% 5.8% 85% 5.5% 91%

Median 3.0% 2.4% 50% 5.8% 5.8% 7.8% 5.4% 9.2%

Composite-Mean 6.a% 80% 8 .9% 9.3% 12.0% 9.1%

1

\

3
3
a
I

l

Composite-Median so. 89% 8 .B% 88° /n 1 or/. 85%

E
4

Note; negative average gmvnh rates axcludea from above DCF analyses.



Exhibit_(Dcp-t )
Schedule 6

STANDARD 8. POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE
20-YEAR
T-BOND

RISK
PREMIUM

1977
1978

1979

1980

1981
1982
1983
1984
1985

1986

1987

1988

1989
1990
1991

1992

1993

1994
1995
1996

1997

1998
t999

2000

2001

2002

2003

2004

2005

2006
2007

$12,33
$1486
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$19.09
$21.89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.69
$27.59
$48.73
$58.55
$69.93
$81.51
$66.17

$79.07
$85.35
$94.27

$102.48
$109.43
$112.45
$116.93
$122.47
$125.20
$125.82
$134.04
$141.32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11 .49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17. 11 %
16.33%
14.62%
17.29%
16.22%
7.43%
8.36%
14. 15%
14.98%
16. 12%
17.03%
12.80%

7.90%
8.86%
9.97%
11.55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81%
8. 19%
8.22%
7.26%
7. 17%
6.59%
7.60%
6. 18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.88%
4.86%

7.10%
7.69%
5.09%
2.95%
-2.11%
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
5.11%
6.07%
g.78%
9.02%
10.93%
9.69%
8.79%
11.72%
9.72%
1 .90%
2.77%
9.35%
9.95%
11 .43%
12.35%
7.94%

i

I

I

Average 14.09% 7.69% 6.45%

Sources: Standard 81 Poor's Analysts' Handbook and Morningstar 2008 Yearbook.

1

l



1.
P

Exhibit (DCP-1)
Schedule?

PROXY WATER UTILITIES
CAPM COST RATES

.1

I
I

COMPANY
RISK-FREE

RATE BETA
RISK

PREMIUM
CAPM
RATEs

Value Lino Water Group

American Stales Water Co.
Aqua America, inc.
California Water Sen/ioe Group
Southwest Waler Co,

3.82%
3.82%
3.82%
3.82%

0.85
0.75
0.85
1 ,15

5.32%
5.32%
5.32%
5.32%

8.3%
7.8%
8.3%
9.9%

Mean 8.6%

Median 5.3%

Aus Utility Reports Group

0.85
0.75

8.3%
7.8%

AmericanStates Waler Co.
Aqua America, Inc.
Artesian Resoufoes Corp.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Waler Co.
York Waler Company

3.82%
3.82%
382° />
3.82%
3.82%
3az%
3.82%
382%
3.82%

085
0.80
0.a0
1.00
1.15
0.60

5.32%
5.32%
5.32%
5.32%
532%
5.32%
5.32%
5.32%
5.32%

8.3%
8.1%
8.1%
9.1%
9.9%
7.0%

I
1

Mean 8.3%

Median 8.2%

Zapf water Sample Group

American Slates Water Co.
Mqua America, inc.
California Wale¢ Sewioe Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corparaiion

3.82%
3.82%
3.82%
3.82%
3.82%
3.82%

0.as
0.15
D.B5
0.80
0.B0
1.00

5.32%
5.32%
5.32%
5.32%
5.32%
5.32%

8.3%
7.B%
8.3%
8.1%
8.1%
94%

I

Mean 8.3%

Median 8.2%

Sources: value Line Investment Survey, Standard 8- Pools Analysts' Handbook, Morningstar
2008 Yearbook.
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Exhibit (DCP-1 )
Schedule 9

STANDARD a. POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 - 2007

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO
BOOK RATIO

t992 12.2% 27t%

1993 13.2% 272%

1994 18.4% 246%

1995 15.6% 264%

1996 17.1% 299%
8
I
1

1997 16.3% 354%

1998 14.6% 421%

1999 17.3% 481%
I

I

1
I

2000 16.2% 453%

2001 7.5% 353%

2002 8.4% 296%
i
I

2003 14.2% 278%

2004 15.0% 291%

2005 16.1% 278%

2006 17.0% 277%

2007 12.8% 284%
I

i
I
F

F

Averages:

1992-2001 14.7% 341 %

2002~2007 13.9% 284%

Source: Standard & Poor's Analyst's Handbook, 2008 edition, page 1.

I

i
I
I



1

I

x
Exhibit (DCP-1)
Schedule 10
Page 1 of 2

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
vALu'E LINE

BETA
VALUE LSNE

FIN STR
S 8 P

STK RANK

S & P's 500
Composite 2.7 1 .05 B4-+ B+

Value Line Water Group 3.3 0.90 B+ B+/A-

2.8 0.85 B+ B+/A-AUS Utility Reports Group

Zepp Water Sample Group 2.7 0.84 B4-lB++

Sources: Value Line Investment Survey, Standard 8¢ Poor*s Stock Guide.

Definitions;
i
I

Safely rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

!
Financial strengths range from C to A++, with the latter representing the highest level,

Common stock rankings range from D to A+, with the later representing the highest Ievei.

l

i

It
I

I
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Exhibit (DCP-1)
Schedule 10
Page 2 of 2

RISK INDICATORS

COMPANY

VALUE LINE
SAFEW

VALUE LINE
BETA

VALUE LINE
FINANCIAL
STRENGTH

so. P
STOCK

RANKING

Value Line Water Group

American States Water Co.
Aqua America, Inc.
California Water Service Group
Southwest Water Co.

3

3

3

4

0.85
0,75
0.85
1 ,15

B++
B+

B++
C++

3.67
3.33
3.57
2.67

B+

A
E+
B+

3.33
4.00
3.33
3.33

Average 3 . 3 0.90 B+ 3.34 B+lA- 3.50

AUS Utility Reports Group

3
3

0.85
0.75

B++
B+

3.67
3.33

B+

A
3.33
4.00

!
I

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.
California Water Sewioe Group
Corxnedicut Water Service, Inc.
Middlesex Water
SJW Corporation
Southwest Water Co.
York Water Company

3
2
2
3
4
2

0.85
0.80
0.80
1 00
1.15
050

B++
B++
B+
B+
C++
B+

3.67
3.67
3.33
3.33
2.57
3.33

B+
A-
A-

A
B+

A

3.33
3.67
3.67
4.00
3.33
4.00

I
l

II
Average 2.8 0.85 B+ 3.38 B+/A- 3.67

Zapf Water Sample Group

American States Water Co.
Aqua America. Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation

3
3
3
2
2
3

0.85
0.75
0.85
0.80
0.BD
1 .00

B++
B+
B++
B++
B+
B+

3.67
3.33
3.67
3.67
3.33
3.33

B+
A

B+
A-
A.

A

3.33
4.00
3.33
3.67
3.67
4.00

Average 2.7 D.B4 B+/B++ 3.50 3.67

I

Sources: Standard & Poor's Stock Guide and Value Line Investment Survey.

1
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Exhibit (DCP-1 )
Schedule 11

ARIZONA WATER COMPANY
RATING AGENCY RATIOS

ITEM PERCENT
COST
RATE

WEIGHTED
COST

PRE-TAX
COST

Short-Term Debt 4.80% 3.00% 0.14% 0.14%

Long-Term Debt 49.35% 5.83% 3.37% 3.37%

Common Equity 45.85% 10.00% 4.58% 7.64% (1)

TOTAL CAPITAL 100.00% 8.10% 11.16%

(1) Post-tax weighted most divided by .60 (composite tax factor) r

5

E

Pre-tax coverage = 11.16%l(0.14° /J + 3.37%)
3.17 X I

I

Standard & Poor's Utility Benchmark Ratios:

A BBB

Pre-tax coverage (X)
Business Position:

l

3 2.8x - 3.4x 1.8x-2.8x

Total Debt to Total Capital ('/0)
Business Position

3 50% - 55°/o 55% , 65%
I

;
l

Note: Standard 8¢ Poor's no longer employs the pre-tax coverage
ratios as one of its qualitative ratings criteria. The above-cited

S&P benchmark ratios reflect the 1999 criteria reported by S&P.
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IN THE MATTER OF THE APPLICATION OF
CHAPARRAL CITY WATER COMPANY, INC,,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE OF
ITS UTILITY PLANT AND PROPERTY AND ,
FOR INCREASES IN ITS RATES AND CHARGES
FoIg_1;j1;gITy sE3y1cE 8ASED THEREON. OPINION AND ORDER

11 DATES OF HEARING: December 5. 2008 (Pre-Hearing), December 8, 9, and
10, 2008,and January 8and9,2009.

I

Phoenix, Arizona

Teena Wolfe

Mr. Norman D. James and Mr. Jay L. Shapiro,
FENNEMORE CRAIG, on behalf of Chaparral City
Water Company,
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14 ADMINISTRATIVE LAW JUDGE'
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16

17 i

18

Ms. Michelle L. Wood, Attorney, on behalf at' the
Residential Utility Consumer Office;

L

l

E
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the Utilities Division of the Arizona Corporation
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I'

1 BY THE COMMISSION:

1. INTRODUCTION2

3

4

s

6

On.September 26, 2007, Chaparral City Water Company, Inc. ("Company" or "CCWC"} filed

with the Arizona Corporation Commission ("Commission") an application for a rate increase, based

on a test year ended December 3] , 2006.

an

I.I

On October 26, 2007, the Commission's Utilities Division ("Staff") filed a letter stating that

7 the application was found sufficient and classifying the Applicant as a Class A utility.

8 . On November 19, 2007, tile Residential Utility Consumer Office ("RUCO") f iled

9 r Application to Intervene.

10 By Rate Case Procedural Order issued November 30, 2007, a hearing was set on the

l l application to commence on July 8, 2008, associated procedural deadlines were set, and intervention

12 was granted to RUCO.

13 On December 19, 2007, the procedural schedule set by the initial Rate Case Procedural Order

14 was modified M requested by the Company, with the hearing set to commence on July 21, 2008.

15 On January 22, 2008, a Procedural Order was issued granting a January 3, 2008, motion by

16 Staff to suspend the timeclock in this proceeding, until the Commission's Final order in Docket No.

17 1 W-02113A-04-06i6, a pending matter in which the rates of Chaparral City Water Company, Inc.

18 l were also being considered. The parties were ordered to continue to conduct discovery and case

19 preparation to the greatest extentpossible during the duration of the continuance in order to minimize

20 l any delay in implementation of new ratespursuant to this application.

21 By the Second Amended Rate Case Procedural Order issued on July 24, 2008, the hearing

22 was set to commence on December 8, 2008. The Second Amended Rate Case Procedural Order set

23 the deadline for intervenor direct testimony at September 30, 2008, and the deadline for intervenor

24 surrebuttai testimony at November 18, 2008.

25 On September 15, 2008, Pacific Life Insurance Company db Eagle Mountain Golf Club

26 ("Pacific Lille"), a commercial customer of CCWC, filed a Motion to intervene, which was granted

27 i by Procedural Order issued September 26, 2008.

28

I

I

2 DECISION NO. 71308

I

I
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4

On September 30, 2008, a Procedural Order Extending Filing Deadlines was issued,

extending the deadline for intervenor direct testimony to October 3, 2008, and extending the deadline

3 for intervenor surrebuttal testimony to November.2U, 2008.

RUCO and Staff filed direct testimony on September 30, 2008, and October 3, 2008,

5 respectively.

6 i

7 128,2008, Staff filed a Corrected Notice of Filing of Meeting on Settlement.

On October 24, 2008, Staff filed a Notice of Filing of Meeting on Settlement, and on October

8

9

On October 31, 2008, the Company filed its rebuttal testimony.

On November 12, 2008, Pacific Life filed a Notice of Appearance of Counsel, indicating a

11

10 changeof counsel.
1
I
I On Noveriiber 21, 2008, Staff filed a Notice of Witness Substitution and ReqUest for

IT' I Procedural Order. Staff requested that it be allowed to file substitute witness Mr. Pa.rcell's surrebuttal

13 "testimony on cost of capital on December 3, 2008, and requested a date certain of December 15,

14 H 2008: for MI. Parce1I's live testimony.

15 On November 24, 2008, the Company filed its Response objecting to mfrs November 21.

16 I2008 filing, and on November 26, 2008, Staff filed aReply to the Company. .

17 On December 2, 2008, a Procedural Order was issued granting Staffs request to tile the l

18 ll surrebuttal testimony of its substitute witness on December 3, 2008, and indicating that the dates I

19 8certain requested by Staff for presentation of its expert witness were not available for hearing, but

20 i that a suitable schedule for proceeding with the parties' presentation of their cases on cost of capital

21 3 would be discussed at the prehearing conference scheduled for December 5, 2008.

22 The prehearing conference was held as scheduled. The Company, RUCO and StaiT appeared

23 through counsel. Pacific Life did not enter an appearance. The Company stated an objection to

24 Staffs substitute witness Paxcell's prefiied surrebuttal testimony, and the objection was discussed.

25 L Staff agreed to make: a filing regarding Mr. ParcelI's adoption of Staff witness Mr. Chaves'

i

1

26 testimony. A date for Mr. Parcel! to appear for cross-examination was discussed, butnotdetermined,

27 during the prehearing conference.

28 On December 8, 2008, the hearing convened as scheduled and public comment was taken.

I|
Q
J DECISION NO. 71308
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l

2

4

The Company, RUCO and Staff appeared through counsel, presented evidence and cross-examined

witnesses on all issues with the exception of cost of capital and rate of return. Pacific Life did not

appear. The hearing was recessed on December 10, 2008, and reconvened on January 8, 2009, for

the purpose of taking evidence on the bifurcated issues of cost of capital and rate of return. The

\l
l

5 hearing concluded on January 9, 2009.

6 I The parties subsequently submitted closing and reply briefs which were bifurcated in the same

7 | manner as the hearing, with the final round of reply briefs filed on February 27, 2009.

8 In its reply brief on the issue of cost of capital, Staff requested that in light of the Company's

9 E restating of arguments regarding the methodologies employed in Decision No. 70441, in order to

10 [leave a complete record in this case, that either Staffs testimony in the proceeding leading to

I 1 InDecision Nu. 70441 ("Remand Proceeding") be admitted as a late-liled exhibit, or that administrative

12 Notice be taken of the complete record of Docket No. W-02113A-04-0616. Due to the continuing

13 litigation cm the issue of an appropriate fair value rate of return {"FVROR") methodology,

14 H administrative notice is taken of the complete record of Docket No. W-02113A-04-0616.

15 On February 18, 2009, Staff docketed an update Io its February 10, 2009, Motion lo CompeLs

16 iStaft` indicated that Staff and the Company had agreed to extend the time period in which the

17 Company has to respond, pending the outcome of ongoing negotiations to resolve the Motion to

18 Compel.

I

I

!

On March 4, 2009, the Company tiled a Notice of Filing Late-Filed Exhibit. The exhibit

20 attached thereto is a rate case itemization spreadsheet showing a total for January 2007 December

19

21 2008.

On June 3, 2089, a Procedural Order was issued directing staff to tile, by Jmae 12, 2009, an

23 update regarding its Motion to Compel and the progress made in its discovery regarding the CPUC

24 investigation. The Procedural Order further directed that die update include a recommendation

25 regarding an appropriate procedural means of addressing the CPUC investigation issue, including

26

27

28

I The Motion to Compel is related to an ongoing investigation by Staff. On January 5, 2009, Staff' filed a Notice of Filing
Regarding Investigation. The Notice stated that the California Public Service Commission ("CPUC") had contacted Staff
regarding a CPUC investigation of Golden States Water Company ("Go]den States"), an affiliate of' CCWC. The CPUC
had alerted Staff that in the course of a CPUC investigation into Golden States, the CPUC had discovered information
relatingto CCWC that it thought would be of interest to Staff,

I

Iv"

22

3

4 DECISION NO. 71308
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I whether it should beaddressed in this docket, and directed the Company, Pacific Life and RUCO to

!
E

2 Hiile responses.
3 .

On June ll, 2009, Stat? filed a Request for Extension of Time, requesting that itbe allowed to

4 | tile its update by June 19, 2009.

5 On June 12, 2009, the Company filed a Response in Opposition to Staffs Motion for

6 H Extension of Time. Therein, the Company stated that it had offered to stipulate to either (1) keep this

7 Qdocket open, pending conclusion of Staffs review of the CPUC investigation documents and a

8 H determination of whether any iinther proceedings or relief are warranted, or (2) to open a new docket

9 H for the same purpose, but that Staff had not definitively responded to the stipulation offer.

10 1. 4)ti June 17, 2009, RUC() tiled a Response to Staffs Request for Extension of `}limt:.

On June 17, 2009, a Procedural Order was issued granting Staff a one-week time extension,Hz
I
!
I

12 and extending the time for tiling responses thereto.

13 l On June 19, 2009, Staff filed r`ts Update and Reply to Chaparral (lily Water Company's

14 i Response. Staff stated that ultimately, Staff and the Company had resolved their discovery dispute

15 'through the execution of a protective agreement, upon which the Company provided Staff with over

16 3 15,000 pages of documents. Staff stated that its investigation is ongoing, and that Staff had not yet

17 I determined whether the Company's activities rise to the level of impropriety or wrongdoing or
I

18 'impact the Company's rates or this pending rate case. Staff stated that it had retained an outside

19 i consultant to assist in Staffs review of the documents and to determine whether any alleged

20 improprieties have impacts for this rate ease. Staff stated that it found the Company's stipulation

21 proposal acceptable, as long as dl parties acknowledge that rates could be rnoditied if the

22 investigation yields circumstances which would warrant such action.

23 On June 23, 2009, RUCO filed its Response to Staffs Update Regarding the CPUC

24 Investigation, . RUCO agreed with Staff Mm there had been insufficient time to review and analyze

25 the documentation which the Company produced on March 10, 13 and 16, 2009. RUCO stated that in

26 did not object to having this matter proceed, but with the docket remaining open subject to

27 reconsideration in the event thal the investigation by Staff, RUCO, or the CPUC reflects impropriety

28 by Chaparral Or its parent, officers or employees.i

1

a
1

I

I

I
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1 |
2 that there is no reason to delay rate relief, and requested the issuance of a decision in this matter as

On June 25, 2009, the Company tiled a Response to Staff's Update. The Company asserted

3 =! soon as possible.
'r

4 : This matter was subsequently taken under advisement, and a Recommended Opinion and

5 Order was submitted for the Commission's consideration.

I
I

6 11. APPLICATION

7 C('WC, a California corporation in good standing in Arizona, is an Arizona public service

3 corporation that holds a Certificate of Convenience and Necessity ("CC&N") authorizing it to
I

9 "provide water utility service within a service territory that is located in the northeaster portion of the

10 !Phoenix metropolitan area, in the Town of Fountain Hills and in a small portion of the City of

l I lScottsdale.2 During the test year, CCWC served 13,333 customers, including 12,431 residential, 375

12 !commercial and 442 irrigationcustomers CCWC is in compliance with all federal, slate-, county

. . . 4
13 and Commlsslon reqlnrements. I

14

1

On September 26, 2007, CCWC tiled this rate increase application vn'th the Commission

15 ! based on a test year ended December 31, 2006. CCWC is currently charging rates approved in

16 Decision No. 68176 (September 30, 2005), as modified by Decision No. 70441 (July 28, 2008), based I

17 .on a lest year ending December 31, 2803. The Company is requesting a gross revenue increase of 4

18 $2.852,353, which is an increase of 38.01 percent over test year revenues of $7,505,018.§ The

[9 Company's requested revenues are based on its proposed rate of return of 9,96 percent on a fair value 8

20 rate base ("FVRB") of $27,'751,l 13. The Company's FVRB is derived from a 50/50 weighting of an

21 original Cost Rate Base ("OCRB") of $22,647,882, and a Reconstruction Cost New Rate Base

22 :("RCND'° ) of $32,854,345. The Company proposes adjusted test year revenues of $7,505,010 and

1

I

23 i test year operating expenses of$7,646,730.

.I
I 24

25 . ..

27 E

_sThese f?gures are from the Company's Amended Final Schedule A-I.

26 | 2 Direct Testimony of Company witness RobertN. Hanford (Exp. A-1) at 3-5.
1 _ Schedule H-2 at L
4 Direct Testimonv of Staffwitness Marlin Soon,Jr. (Exh.S-I) at 5-6.

The Application originally sought a $3,063,400
28 increase in its rev ue requirement, an increaseof 4 l . 14 percent over test year revenues.

Direct Testimonv of Company witness Thomas J. Bourassa (Exp. A-3),

I

6 DECISIONNO. 7 13 0 8
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I III. RATE BASE ISSUES

'7/.. A. Treatment of the FI-ISD Settlement Proceeds
I

I

3 The Fountain Hills Sanitary District ("FHSD") provides wastewater collection and treatment

4

5

for most of CCWC's service area. FHSD needed to construct an Aquifer Storage and Recovery \

("ASR") well in the vicinity of the Company's Well No. 9.6 While CCWC's primary water supply is

6 "imported Colorado River water, which is delivered by means of the Central Arizona Project

7 II("cAp"),1 the Company blended CAP water with water from its Well No. 9 and two other wells.8

8 liThe Company and FHSD entered into negotiations on a well exchange agreement, under which

Q l FI-ISD would supply CCWC with a new well similar in production and water quality to Well No. 9.9

10 i!FHSD was unable to drill a well that yielded results satisfactory tn the Company, and in January

l

I

11 92005, the parties entered a Well Transfer Agreement under which FHSD paid CCWC $1 .52 million

12 i 'm consideration for CCWC ceasing use of 'Well No. 9 and Well No. 8 (a non-potable well), and

13 1 CCWC giving FHSD an option to purchase therealproperty on which WellNo. 8 is located.l°

:
I
I
I

i

I

l
l

I

i

I

14 The Company proposes to treat the proceeds of the settlement in a manner that shares the

15 benefit equally between ratepayers and shareholders." The Company relied on the Commissionls

16 treatment of the Pima! Creek Group Settlement ("PCG Settlement") issue in Decision Nu. 66849

17 avI&/eh 19, 2004) as a guide for its proposal in this case.]2 CCWC contends that it acted in the public

18 interest by protecting its interests and those of its ratepayers by turning two aged wells, one of which

19 was never in service, into cash and seeking to share those proceeds with its ratepayers At the

20

21

22

hearing, Staffs witness stated that for policy reasons, Staff agrees with the Company that the

settlement proceeds should be shared equally between the shareholders and ratepayers so long as the

Company shares the proceeds equally with the ratepayers in the event the wells are sold." The
I

23

6 DirectTestimony of Company witnessRobertN. Hanford (Exp. A-I) at 109

I

3

4
I

26

27
3

28

24 Tr. at ill.
Id ax 3-5.

s ld at 3, Tr. at 101.
,I ld. at 10.
la ld,
ll Id. at 10-1 l, Rebuttal Testimony otlCompany witness Thomas J. Bourassa (Exp. A-5) Ar 13-15, Rebuttal Testimony of
Company witness Robert N. Hanford (Exh. A-2) at 1»4. I
Hz Company Brief at 7, Company Reply Brief at 9. The PCG Settlement is discussed at pp- 32-37 of Decision No. 66849.
la Company Reply Brief at 9.

I " Tr, at 35:-52.

7 DECISION NO. 71308
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1

2

3

4

Company is willing share the gain with ratepayers in the event the wells are ever sold."

RUCO disagrees with the Company's proposal, and recommends that the Company be I

required to distribute the $1 .52 million settlement proceeds to ratepayers minus the associated legal i

fees.6 While the Company argues that disallowing the sharing of the FHSD proceeds would serve as

5 a disincentive to utilities to pursue litigation or settlement to protect assets,H RUCO responds that in

6 some cases, sharing of settlement proceeds may be appropriate, and that it does not object to the I

7 ll Company recovering its legal expenses associated with the settlement in this case.]8 RUCO disagrees

8 it with Staffs position on this issue, contends that Stars change in recommendation for policy reasons '

9 H during the hearing is not supported by testimony or evidenee,19 and argues that the preiiled testimony 1

10 Emf Statics witness, entered into the record prior to Staffs changed position on the issue at the hearing, I

ll isuppontsits position.2°  RUCO asserts that the FI-ISD settlement proceeds should be allocated 100

12 percent to CCWC's ratepayers because Well No. 8 and Well No. 9 were constructed over 36 years

13 ago, have been filllv depreciated, and have no impact on rate base in this ca5e.21 RUC() contends that

14 the Company has fully recovered the cost of the wells and received a reasonable return thereon, and

15 I therefore is not entitled to any of the settlement proeeeds.?'2 RUCO argues that 100 percent of the I

la

[7

18

settlement proceeds should go to ratepayers, because, according to RUCO, the FHSD settlement

proceeds compensate CCWC for an equivalent cost of water to replace the amount Well No. 9 would

have produced over Lhe remainder of its useful life, and RUCO believes ratepayers will have to pay

19 100 percent of the cost of replacement water." RUCO contends that this FHSD issue is

20
I

I
1 21

22

distinguishable from the ?CG Settlement issue, because "there is no evidence in Decision No. 66849

that the Company fully recuperated its investment of and on the contaminated welis."24 RUCO also

contends that this FHSD issue is distinguishable from the PCG Settlement issue, because Arizona

24

25

I

i
27

28

is Rebuttal Testimony of Company witness Robert N. Hanford (Exp. A-2) at 3-4, Tr. at 352-53.

is RUCO Brief at 9.
ii Company Brief at 10.
la RLICO Brief at 9.
19 Rico Reply Brief at 10-1 I,
Eu RUCO Brief at ID, RUC() Reply Brief at 8-9, citing Tr. at 416-17 and Direct Testimony of Staff witness Marvin E.
Mill sap (Exp. S-2) at 13
| RUCO Brief at 8, Exp. R-I0 (Company Response to Staflf Data Request MEM 7.3)

Hz RUCO Brief at rt.
23 :Ar
24 /4 at 9.

23

86
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1 9 Water rec lived replacement water and wells in that case."

2 As RUCO points out and the Company admits, Wells 8 and 9 are fully depreciated. The

3 Company and its shareholders have received the full return of and on their investment in Wells 8 and

4 | 9 and are entitled to no more. We are cognizant, however, that the Company spent $30,000 in {
I

5 attorneys' fees and costs in pursuing the resolution with the FHSD. We hereby grant $30,000 of the 9

6 l proceeds to the Company for pursuing the matter on behalf of ratepayers and allocate the remaining

7 settlement proceeds to the ratepayers .

8 B. Treatment of the Additional CAP Water Allocation Acquisition Cost

9

I!
I

Al the end of the test year, the Company had aCAP water allocationallowing it to take up to

lb 16,978 acre-~fect of Colorado River water ar11tually.26 Under that contract, the Company also has the

ll iiright to buy excess CAP water,27 and has exercised that right in each of the last two years.23 As a

result of the Arizona Water Settlement Act of 2004, CCWC had an opportunity to purchase art

13 i additional CAP allocation of 1,931 acre-feet per year," CCWC states that when presented with the |

14 i opportunity, it considered the unavailability of additional CAP water and other renewable water I

15 l supplies, and paid $1.28 million for the additional CAP allocation in December, 2007.30 As with its

16 first CAP allocation, its contract for the additional CAP allocation requires the Company to pay

17 Igannual Municipal and Industrial ("M&I") capital charges based on the size of the additional CAP

18 1 allocation, and to pay purchased water charges based on annual water use.

1'\
14

19 i!Pa11ics' Positions

20 \ CCWC states that it acquired the additional CAP allocation to ensure its long-tenn water

21. ll supply, including an increase to its drought buffer from both intrastate and interstate demand for

22 '9 Co1orado River water supply," and to reinforce and continue its reliance on renewable water

CCWC contends that full cost recovery is warranted because the additional CAP

25
!

23 supplies."

24 '- be -_ . _
| ' Decision No. 66849 at 94.
i 20 Direct Testimony of Staff Witness Marlin Scott, Jr. (Exp. S-1), Engineering Report at I I.
f-'-' Tr. at 140-141.

26 jg Company Brief at Ni, fn 36 and Exhibit 1.
Direct Testimony of Companv witness Robert n.Hanford(Exh. A-1) at 5.

30 Company Brief al10.
ii Direct Testimony of Company witness "Thomas J. Buurassa (Exp. A-3) at 16 and Schedule C-2, page 6.
" Rebuttal Testimony of CompanywitnessRobertN. Hanford (Exp. A-T) at 6

28 i *' Direct Testimony <>tlCompany witness Robert n. Hanford (Exp. A.1) at 5-1.

i I
I
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1 allocation was offered only in a fixed amount and was a one-time only opportunity at a Fixed price."

:
I

CCWC g

2 I CCWC contends that the Colorado River is already overcommitted as a water source, and future

3 reductions in CAP water deliveries are a real possibility." CCWC asserts that ft must plan for its

4 water supply needs not only for thenext year, but for the next several decades and 1onger.6

believes that the acquisition of the additional CAP allocation should be viewed as anC
_x "indivisible

6

7

8

whole" that produces benefits to the ratepayers that could not have been obtained had the Company

not paid the $1 .28 million acquisition price, and that the entire acquisition cost is therefore used and

useful. 3?

9 Sla lf is in agreementwith the Company that the entire acquisition cost ofthe additional CAP

10 liallocation should be included in rate base, classified as a plant-in-service component of Land and

ll ALand Rights, and not subject to amox'tiza.tion.38 In its Engineering Report on the application, Staff
U

12 :-.found that approximately half the requested additional 1,931 acre-feet per year CAP allocation (966

13 acre-feet) would be used and useful within a five-year tirnefiame." Based on that determination,

14

15

Staff is recommending that the Company be allowed recovery of 50 percent of the associated annual

M&I charges. Staff contends that the full allocation should be included in rate base at this time,

16 however, because reallocation of CAP water occurs infrequently, and CAP water is oversubscribed.4'

17 1Staff states that it is imperative to secure an additional CAP allotment when it becomes available, and

18 believes CCWC acted prudently in the $1.28 million purchase of the additional CAP allocation,

19 based on the combination of two factors: the CAP reallocation opportunity we for all or nothing of a

20 fixed amount, and the additional CAP allocation will allow CCWC to limit or eliminate the use of

21 groundwater to serve its customers.42

I

22

l
| 23

24

25

I
Er

26I
I

1
1 27

28

34 Company Brief at l 1.
35 Company Brief at 12, citing Tr. at 13I-I33.
is 14
"company Brief at 12-13.
so Staff Brief at 3, Direct Testimony of Staffwitncss Marvin E. Millsap (Exh S-2) at 15-18, Company Brief at I I .
so Direct Testimony of Staff witness Marlin Scott, Jr. (Exp. S-I) at ii,-and Engineering Report Ar ll.
40 Direct Testimony of Staff witness Marvin E. Millsap (Exp. S-2) at 2?-28. As discussed in the Operating income

| section below, the Company agrees with the operating expense treatment, and RUCO agrees that M&I expenses should be
i.allowed in an amount commensurate with the portion of the additional CAP allocation that is determined to be used and
uscfui.
I; Staff Brief al 3, citing Direct Testimony ofStaf'fwitness Marvin E. Millsap (Exh. S-2) at TG.

l d

L
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2

3

4

5

RUCO disagrees with the recommendations of the Company and Staff, and makes several I

arguments against inclusion of the additional CAP allocation in rate base. RUCO argues that the

additional CAP allocation should not be put in rate base at all, because doing so would allow the

Company to expand its service area as requested in Decision No. 68238 (October 25, 2005) for the

benefit of the State Land Department or a developer at the expense of current ratepayers." RUCO

7 long-standing water loss issue."4"

8 and that the Company's demand estimates do not support placing 100 percent of the additional CAP

9 allocation in rate base." RUC() states that its witness' accounting analysis opinion is that the current

10 Iiused and useful portion of the additional CAP allocation "is only about in the single digits."'"

ll irecummends, however, that "['i]f the Commission determines that some measure

6 argues that if the Company needs a drought buffer, it should "work more diligently to resolve its

RUCO contends that Staff's growth projections are unreliable,"

RUCO 8
1

of the additional |

12 CAP allocation is needed for a drought buffer RUCK' s revised recommendation is that no more
I

13 than 35% of the additional CAP allocation be treated as land and land rights in a non-depreciable

14 I account."" RUCO's arguments are addressed below.

I15 4Qecision No. 68238 Order Preliminary

16

17

18

19

20

RUCO advances an argument that the additional CAP allocation should be totally excluded

from rare base, because putting it in rate base "would allow the Company to expand its service area

for the benefit of the State Land Department or a developer at the expense of current ratepayers.

RUC() is referring to Docket No. W~02113A-05-0178. On October 25, 2005: Decision No. 68238 in

that docket granted CCWC an Order Preliminary for a Final Order granting an extension of CCWC's

21 CC&N to include approximately 1,300 acres of slate trust land located north of the Town of Faunlain I

22. Hills, immediately adjacent to the Company's existing CC&N 318a.50 The Staff Et1gi:1een'ng Report W
23 in this case notes that one of the requirements Decision Nov. 68238, imposed for the issuannx of a |

24

25

26

r

28

43 RUCO Reply Brief at 2,
44 Id al 7.
45 /4 at 3-4.
46 Id at 5.
47 ld. at 7, citing Tr. at 301-02.
"mal
"mm;
50 Decision No. 70608 (November 12, 2008) extended the deadline for compliance with theOrderPreliminary deadlines

established in Decision No. 68238 to April 25, 2010.

27
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1

2

3

4

5

6

7

8

Final Order in that docket is for CCWC to demonstrate sufficient water source capacity for its water

systems RICO charges that the additional CAP allocation at issue in this case is needed not tr the

purpose of satisfying the demands of current customers, but instead to provide a 108-year assured

water supply to permit the sale of the state trust land to a private subdivision developer." RUC()

argues that the Order Preliminary indicated that the Company had sufficient source and storage

capacity ro serve up to 18,000 customers," and is concerned that ratepayers will bear the full cost of

the additional CAP allocation "while the true beneficiaries, the subdivision developer ardor the

State, receive the benetit."54

According to the Company, its request for inclusion of the additional CAP allocation

10 acquisition costs in rate base was not based on benefiting a subdivision devdopcr." In response to

I l RUCO's argument regarding the Order Preliminary requirements. the Company states that in the

12 event the property covered by the Order Preliminary is developed at some future date, current 1

I
13 l customers would actually benefit from the potential expansion, both from the increase of the g

14 customer base over which the Company recovers its cos! of service, and from the collection of hook-

15 lip fees from new customers." Staffs witness testified that the Order Preliminary's requirement that

16 the Company demonstrate an adequate water supply in order to receive a Final Order was only one

l'1 item Staff considered in looking at whether the Company's acquisition of the additional CAP

18 allocation was prudent.57 The witness emphasized that Staffs main consideration in its prudence
4

19

I

21

22

23
I

24

I

I

26

20 Si Direct Testimony of Staff Witness Marlin Scott, Jr. (Exp. S-1), Engineering Report at ll. Decision No. 68238 orders
1 the following:

"IT [S FURTHER ORDERED that, prior to issuance of a Final Order, Chaparral City Water Company,
inc. shall he required to demonstrate ro the satisfaction of the Commission's Director of Utilities that
the Company is able to meet the water production needs for its system, PWS No. 07-017, for both its
current customer base as well as expected demand for the proposed extension area. Sufficient capacity
may be demonstrated by tiling with Docket control a list of pending or future water sources, their
anticipated production capacity in gallons per minute, and a time schedule for ADEQ approval of

. construction and operation."
| Decision No. 68238 ar 8.
' $1 Rico Reply Brief at 1-2, citing Decision No. 68238 at 3, fn 2.

so RUCO Reply Brief at I. Decision No. 68238 states that "Staff indicated that Chaparral City currently has sufficient
source and storage capacity to serve up to 18,000 customers." Decision No. 68238 ate, Findings of Fact No. 6.
54 RUCO Reply Brief at 3.
as Company Reply Brief at I3- i , see also Direct Testimony of Company witness Robert N. Hanford (Exh. A-l) at 5~71
Company Brief at 12, citing Tr at l3i-I33.
as Company Reply Brief at 14.
51 Tr. al337.28

25

27

9
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RUCO did not raise this issue in its profiled testimony 'm this case, and therefore the factual |

3 record on the issue is limited. As stated above, Decision No. 68238 is an Order Preliminary, and not

1 lan8Iysis was A.DWR's rcqLu'rement that the acqmlsition be an all or nothing purchase."

2

c

IE

4 a Final Order. No request for a Final Order has yet been tiled, and it therefore remains to be seen

5 whether a Final Order will be considered 'm Docket No. W-02113A-05-0178. I t is therefore

6 inappropriate to base a determination on whether to allow rate base recovery of the additional CAP

7 ladlocaticn acquisition cost on the existence of that docket. We agree with the Company that

8 I! regardless of the outcome in Docket No. W-02113A-05-0178, all its customers will benefit tram the

9 laaaitionai CAP allocation.

10 i Unaccounted-for §Xater

While RUCO recommends inclusion of 35 percent of the additional CAP allocation in rate

i
i
I

12 base as a drought buffer if needed, RUCO simultaneously argues that if the Company needs a drought

13 buffer, it should "work more diligently to resolve its long-standing water loss issue."5°  RUCO states

14 that in 2007, the Company reported unaccounted-for water of 1,030 acre-feet, or 14 percents as a

15

16

17

result of metering inaccuracies either at the homes of ratepayers or at the CAP canaLs' RUCO does

not agree with Staff the fact that the Company's current CAP allocation was exceeded in 2006 shows

a need for the additional CAP dlocation.'52 RUC() argues that "if the Company accounted for the

18 water in excess of the acceptable less standard (10%), the Company would have an additional 4% or |

19 315.5-plus acre-feet available to satisfy the needs of its customers" and "{i]f the Company accounted

20 for unaccounted water there would be no need for additional CAP allocation for drought buffer."63

21 lRUCO's position fails to take into account that, as RUCO acknowledges,64 the Company's test year

22 unaccounted-for water was not due to "water loss," i.e.? leaks, broken mains or maintenance issues.

23 The non-account water issue is l ikely to be the result of  a faul ty  CAP meter, an issue that the

26

27 1

28

as.14
so xwco Reply Brief at 7.
so RUC() Brief Ar 5, citing to Tr. at 62.
61 id at 5-6, citing to Tr, at 67, 320.
62 RUCO Reply Brief at 6, referring Io Direct Testimony of Staff witness Marlin Scott, Jr. (Exp. S-I). Engineering Report
at 11.
es RUCO Reply Brief at 6.
54 RUC() Brief Br S-6.

.r

.I

;
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l Company is working to resolve with the Central Arizona Water Control District.°s

2 engineering witness testified that CCWC is well-operated, well-maintained and well-managed, and

Star{"s

3 that CCWC is not ignoring water loss issues." As theCompany points out, resolution of the likely

4 cause of the unaccounted-for water, a faulty CAP meter, will not result in any additional wet water I

6

5 'i tr the Company to serve its customers.67 We agree with the Company on this point, and find that

l RUCO's arguments regarding unaccounted-for water do not justify excluding the additional CAP

7 allocation from rate base.

8 a Staffs Engineering witness states that the Company is aware of its 15.9 percent unaccounted-

9 for wnterfwater loss amount, and that the Company informed Staff it will be installing its own CAP

10 E water meter at i ts Shea Water Treatment Plant to determine whether the CAP intake meter is i

I 1 I arxurately registering.68 Staff recommends that the Company begin a 12-month monitoring exercise 3

12 Inf its water system after the Company completes its own CAP water meter installation.69 Staff

13

14

1".1rther recommends that the Company docket the results of the system monitoring as a compliance

item in this case by March 1, 20107" Staff recommends that if the reported water loss for the period

15 from February 1, 2009 through February l, 2010 is greater than 10 percent, the Company be required

.I . . _ .
16 !to prepare a report contammg a detailed anadysls and plan to reduce water loss to 10 perzenl or less,

17 .Z or alternatively, if the Company believes it is not cost effective to reduce water loss to less than 10

18

19

percent, the Company should be required to submit a detailed cost benefit analysis to support its |

opinion." Staff recommends that the Company be required to docket the report or alternative cost

20 benefit analysis, if required, by April 30, 2010, as a compliance item for this proceeding for review

21 and cediEcation by Staff, and that in no case should water loss be allowed to remain at 15 percent or

22 greater." Stafltls recommendations on this issue are reasonable and will be ado Ted.P

23

24

25 |
I

26 I

27

28

°* Tr. at 33, 127-13 I .
66 Tt_ at 3i2 49.
in Company Reply Brief at 13, citing Tr. at 130-31.
f" Direct Testimony of Staff Witness Marlin Scott, Jr. uaxh. s-1) at i.
31 I3irect Testimony ofStaff Witness Marlin Scott, Jr. (Exp. S~I)at i.

Id.
91 Id.

M

1

:
E
I|
I

I
I
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1 Need for the Additional CAP Allocation

2

3

4

RUCO contends that CCWCls current water supplies, without the additional CAP allocation,

are sufficient to meet the Company's its current and future demand." At the same time, RUCQ

argues that if it is determined that some measure of the additional CAP allocation is needed to

5

6

7I

RUCO

la

11

provide a drought buffer in the event of future curtaihnents of CAP water, only The used and useful

portion of the additional CAP allocation should be included in rate base,74 and that a current absence

of growth in CCWC's service area and CCWC's unaccounted-for water should be considered in

8 determining the amount of the additional CAP allocation that is used and useful."

recommends that "no more than 35%" of the additional CAP allocation be treated as Staff and the

Company propose?" RUCO contends that the Company's demand estimates do not support placing

. 100 percent of the additional CAP allocation in rate ba.se,77 arguing on brief that "by Mr. Hanford's

6-3778

I

12 optimistic estimates, 18. 17% of the additional CAP allocation will be needed by "tit and 31.43% by

13 RUCO also expresses disagreement with Staffs projections, arguing that the growth

14 projections Staff relied on in its determination that 50 percent of the additional CAP allocation is

15 used and useful do not consider current economic circumstances in the Company's service territory/.79

16 RUCO argues that to reach Staffs projections, CCWC would have to establish 334 new accounts per

17 year from 2007 through 201z,*"0 but provided no alternative growth projections or evidence to I

18 support its claim other than the accounting analysis opinion of RUCO's witness that the current used

19 I and useful portion of the additional CAP allocation "is only about in the single digits.'*"'

20 recommendation on this issue that "no more than 35 percent" of the additional CAP allocation should

RUCOls

21 be allowed in rate base is difficult to reconcile with its arguments.

22 The Company states that if it is denied recovery for the additional CAP allocation, the

23 Company would receive a message that it should rely on groundwater pumping if shortages occur,

I24 .-
| vs Ruck Reply Brief at 7.

' i i

*' ld.
". rd
" M at 5.
vs Id, citing Tr.at 83-84.

an Ii at 4: referring to Direct Testimony of Staff WitnessMarlin Scott, Jr. (Exp. S-»l ), EngineeringReport at 3.
28 ll al rd. at 1, citing Tr. ax 301-02_

25

26 i

27 I 79 Rico Reply Brief at 34.

I

:

1

9
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l instead of looking out for the long~term interests of its customers and the community of Fountain

3
I

4 additional CAP allocation in rate base." The Company explains that if it is not accorded reasonable

2 Hills by obtaining additional CAP water supplies.B2 RUC() argues that since the Company intends to

i file a rate case again in two to three 5/ea/s,83 it is not imperative to include 100 percent of the

5

6

7

cost recovery for its purchase of the additional CAP allocation, it is unlikely that it will be able to

keep the right that it believes it prudently acquired for the benefit of its customers." The Company's

witnesses testified that the Company has made an investment and expects a return on the investment,

8 1 and that if full recovery of the acquisition costs is not allowed, the Company will be faced with a

9 i'ehoice of how to othenvise recoup its investmcnta6 If denied regulatory recovery of the investment

ID I made on behalf Rf its ratepayers, according to the Company, its choices will be to either: (1) retain

l l the additional allocation and look for entities who wish to enter into wholesale water delivery

'2 arrangements from it, or (2) exchange or relinquish the additional acquisition and get its acquisition

13 I payment back.B7

14 l

15

16

17

18

The application process for the available additional CAP allocations was a competitive one

that considered the applicants' needs under the Third Management Plan.88 Of fifty-three applicants

seeking a portion of the 65,647 acre-feet of CAP water available for reallocation, only twenty-six

applicants were considered in the inst round, and CCWC was one of twenty who were subsequently

given the opportunity to purchase an additional CAP ailocation.89 Based on the factual record in this

19 case, we agree with Staffs reasoned recommendation, agreed to by the Company, that the entire
I

20 acquisition cost of the additional CAP allocation be included in rate base, classified as a plant-in-

21 service component of Land and Land Rights, and not subject to amortization. Our determination is

I
I

!

22 .based on the Company's need to provide its customers continued access to adequate renewable water
I

23 . supplies, and on the fact that CCWC acted prudently under the circumstances in the December, 2007,
I

24

25

26

27

28

Rebuttal Testimony of Company witness Robert J. Sprawls (Exp. A-8)at 5.
RUCO Reply Brief at 6, citing Tr. at 121.

- so RICO Reply Brief at 6.
as Company ReplyBrief at IZ.
se DirectTestimonyof Company witness RobertN. Hanford (Exp. A- I) at 7.
Sr DirectTestimony ofCompany witness Ruben N. Hanford (Exh.A-I) at 7.
go Direct Testimony of Staffwitncss Marlin Scott, Jr. (Exp. S-1), EngineeringReport at ll,Tr.at 325-327.

ld
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2

1 $ I .28 million puree of the additional CAP allocation.

c. Working Capital

3

4

5

'Hue Company did not prepare a leadllag study to quantify its cash working capital

requirernent.9°  Staff contends that in the absence of the cash worldng capital component ofa lead/lag

study, it is inappropriate to consider other components of working capital, and therefore disallowed

6 prepavmcnts and materials and supplies inventory from rate b38e.91 Staffs proposed adjustment to

rate base removes (1) Unamortized Debt Issuance Costs in the amount of $424,010, (2) Prepayments

8 Him the: anlQuntof $192,485, and (3) Materials and Supplies Inventory in the amount of $14,52I, for a

7

9 of total reduction to rare base0f$631,016.92

10 I. The Company argues that there is no requirement that it prepare a lead/lag study, and that in

ll REadopted the lead/lag study prepared by RUCO, along with the negative working capital allowance

12 [Rico derived from its study." RUCO's recommended total working capital is $95,400, which

13 iconsisva of a negative Cash Working Capital allowance of ($l l 1,606_`J, Prepayments in the amount of

14 l $192,482 and Materials and Supplies in the amount of $14,521 .94 The Company is critical of the fact

15 that Staff did not analyze RUCO's lead/lag study, which was presented in RUCOls direct testimony,

16 and argues that because Staff did not challenge RUCO's leadllag study, it should therefore be

17 adopted in lieu of Staffls disaIiowances.95 Staff responds that if the Company had prepared a lead/lag

18 study and submitted it with its application, Staff would have had an opportunity to review it and

19 1 make a recommendation on iI.96

I

20

21

22

The Company conectly states that Unamortized Debt Issuance Costs are actually not a part of
I

working capital.97. Staffs witness testified at the hearing that while they are not, they should be

removed from rate base nonetheless, because day are a below-the-line expense, and similar to

23

24

25

26

I
27

28

so A company's working capital requirement represents the amount of cash the company must have on hand to cover any
diiYerences in the time period between when revenues are received and expenses must be paid. The most accurate wav to
measure the working capital requiranent is via a lead/lag study. 'lite lead/lag study measures the actual lead and lag days
attributable to the individual revenue and expenses. Staff Brief at 4,
91 Staff Brief at 5, citing Direct Testimony of Staff witness Marvin E, Miilsap (Exp. S-2) at 23 .

2 Hz S Brief at 5, citing Direct Testimony of Staffwimess Marvin E. Millsap (Exp. S-2) at 22.
i 93 Company Reply Brief at r.
194 Direct Testimony of RUC() witness Timothy J. Coley (Exp. R-8) at 23» 24 .
.95 Company Reply Brief at I.
ws staff Reply Brief at 2.
WCompany Reply Brief at 2
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2

3

4

5

6

7

8

interest, are amortized over the life of The debt, and adds that it would also be improper to allow diem

as operating expenses The Company disagrees with Staffs assessment that the Unamortized Debt

Issuance Costs are a below-the-line expense. The Company argues that no evidence was presented

that. the costs were improper or unreasonable, calls the idea "nonsensical,"99 and argues that if

Unamortized Debt Issuance Costs are removed from rate base, Staff should have included them in

calculating the Company's cost of debt, but did not.'00 However, the Company provided no evidence

controverting Staffs expert accounting testimony that Unamortized Debt Issuance Costs should be

removed from rate base.101 l

9 A lead/'lag study is the most accurate and appropriate means of measuring the working capital

10 requirements of a utility of CCWC's size. 'The Company couldhave prepared and included with the I

I

12 all parties would have had adequate time for analysis and discovery related to the lead/lag study. The

I E I application a lead/lag study to support its request for recovery of working capital allowance. It it had,

13 2 Company chose not to do so. In the absence of the cash working capital component of a lead/lag

14 study, it is inappropriate to consider other components of working capital. The Company chose not

15 to provide a lead/lag study for analysis, but wishes the Commission to allow recovery of working

16 i capital components nonetheless. The fact that a lead/lag study was presented by RUCO, and that

17 . Staff did not challenge it, does not compel its adoption. Neither does the fact that a leadflag study

I

I
18

19

20

21

22

23

was presented by RUCO compel the rejection of Staffs proposed adjustments, RUCO's accounting

witness testified that "[s]l1ould the Commission reject RUCO's first recommendation, RUCO's

second recommendation would be to disallow the Company the opportunity to recover materials &

supplies and prepayments for which it seeks recovery, since those two items are components of a

working capital allowance adjustment."I02 SLatlf's proposed , disallowance of $192,485 in .

Prepayments and $14,521 in Materials and Supplies Inventory is appropriate, and M11 be adopted In

24

25
on Tr. at375-381.
99 Company Brief' at Z

26 | iii Company Reply Brief at 14.
The Qompany may be correct that the Unamortized Debt Issuance Costs should have been included in calculating the

11cost of debt, but if so, the Company also should have included them in its calculation As discussed below, the parties are
in general agreement on the cost of  debt, with the cost of debt adopted in this proceeding slightly higher than that

2 8 Eloposed by the Company .
RUCO's Direct 'Testimony of RUCO witness Timothy J. Coley (Exp. R-8) at 24.

27
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l f addition, the record supports removal of $424,010 in Unamortized Debt Issuance Costs from rate

A
L base. A total reduction to rate base of $631,016 is reasonable and will be adopted.

Staff recommends that the Company be ordered to perform and submit a lead/lag study in

4 conjunction with its next rate adjustment request application in order to meet the sufficiency

3 l

5 requirements of that filing. There was no obi action to that recommendation, which is reasonable and

6 win be adopted.

'1 D. CIAC Amortization Rate

8

I
I

I

!

r
E

The Company and Staff agree regarding the method for amortization of Contributions in Aid

9 al' Construction ("CIAC"),"'3 which includes computation of a composite CIAC amortization rate II

10 i based on depreciation expense."" RUC() objects to the method, and recommends instead that the I

l l itlonnpany "be required to utilize the amortization rate established in the prior case or a rate

12 i established based on CIAC amounts and the corresponding plant depreciation rates to insure that

13 9 plant and CIAC are properly rnatched."l"5 Decision No. 68176 die not establish a specific clAc I

14 amortization rate to be used on a going forward basis. The Company is correct that the reason

15 lspecitic CIAC amortization rates are not set on a going forward basis is that the amortization rate is

16 [expected to be adjusted to match the composite depreciation rate for each-year, and using a fixed

17 composite rate for amortization of CIAC over lengthy intervals between rate cases can result in

18 E significant mismatches between net plant-in-service and net cIAc.'° ' Using the CIAC amortization I

19 irate utilized in that proceeding would not meet RUCO's goal of insuring that plant and CIAC are

20 'properly matched, whereas the methodology used by the Company and Staff in this proceeding does.

21 The methodology used by the Company and Stall which is based on CIAC amounts, depreciable

22 plant, and depreciation expense in this case, properly matches net plant-in-service and net CIAC, and

23 will be adopted.

E. Accumulated Depreciation

25

26 I

*

I
Staff proposes an adjustment to reduce Accumulate Depreciation by $2,031,950 from the I

E
27

28 I

103 Company Reply Brief at 14.
104 staff Reply Brief at 2-3 .
nos RUCO Reply Brief al 12.
toe Company Brief at 15.
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1 Company's amount of $15,877,022 to reflect Staffs Accumulated Depreciation of $13,845-072.
I UP

2 Staff states that the reason for the difference is related to Staffs use of the 4.0 percent General Office

8 p1ant allocation factor and the plant additions and retirements of wells and other plant 10s Staff
q
J

I

I

4 contends that the 4.0 percent allocation factor is more correctly matched to the test year.l° 9 The

5 company agrees, and states that it accepted the 2.8 percent allocation factor proposed by RUCO as a

6 lcomprornise and to help minimize issues, even though it would result in a lower rate base and lower

7 !rates.lm RUCO did not address the issue on brief Staffs adjustment is reasonable and will be

8 4' adopted.

9 IV. FAIR VALUE RATE BASE
I

Based on the foregoing discussion, we adopt an adjusted OCRB for the Company of _
I

$21,370,877, and an adjusted RCNDof$32,l8I,95l, weighted 50/50, for a FVRB 0f$26,776,414.

10

11
I

l I v .
I

131
OPERATING INCOME ISSUES

A. Property Tax Expense Calculation

14 1 The Company and Staff propose to follow recent Commission Decisions to use adjusted test-

i
15 i year revenues Ir\ the application of the Arizona Department of Revenue ("AD(}R") formula in order

16 to determine allowed property tax expense" As. in many past rate cases, RUCO disagrees with this

17 methodology, and proposes the use of either the "ADOR methodology of averaging three historical

|

I

I

18 years, or RUCO's new alternative of adding the last known and measurable property tax expense and

19 the property tax expense associated with the additional increment of adjusted proposed revenue

20 approved by the Commissionf112 RUCO attached as an exhibit to its closing brief a new schedule

21 | showing the effect of RUCOls new alternative methodology on the proposed revenues of the

22 8pa.rties.m RUCO states that the Company collected nearly $300,000 more property tax expense than

23 it actually paid in the three years from 2006 to 2008, due to a decrease in the Company's property tax

24 I
25

26

27'

28

jg; Direct Testimony of S1af*f witness Marvin E. Miilsap (Exit s-2) an z0.

Id
'°" Ni
Ono Company Reply Brief at 3.
|1 iDirectTestimony of Staff witness Marvin Miilsap (Exp. S-2) Schedule MEM-25, Rebuttal Testimony ofCompany

witness Thom J. Boumssa (Exp. A-5) at 17.
112 Ruco Reply Brief at 12_
"1 Rico Brief, Exhibit A.
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r 1 assessment, which RUCO states was "due in great part to the. reduction in tax rate and the tax
I

2 assessment ratio, adopted by the Arizona Legislature in HB 2779 and codified at A.R.S. §  41-

15002.°""43 RUCO argues that if the methodology it advocates had been used in the prior rate case,

4 averaging the three prior years of reported gross revenue by a factor of two, would have resulted in

5 $\9,000 less in allowed property tax expense."5 The Company disagrees with RUCO's claim that it

6 has overcolleeted property tax expense. The Company argues that having consistently Failed to earn

7 sufficient revenue to earn its authorized rate of return every year since the current rates went into

8 effect, the Company has not over-recovered anything, rendering RUCOls argument illusory' la The

!
I

I
I
i
i

9 lfumpany contends that RUCK's claim demonstrates the danger of singling out one expense to

10 ievaluatc over-or under-recovery, and that RUCOls contention that the Company "overcollected"

ll lprnperty [axes is both misleading and untrue."7 Staff argues that because RUC() has provided no

12 | other substantive basis for deviating from the methodology the Commission has consistently utilized

13 in calculating property tax expense, that the Commission should adopt the methodology used by the |

14 Company and RUC() in this case. I 1 B

15 We agree with RUCO that the difference in the estimated property tax in the last rate case and

16 the amount of property tax paid in the years from 2006 'to 2008 was due largely to tax rate and tax
1

17 assessment ratio changes, and not to the methodology used to estimate the Company's property tax

I

18 expensing And we agree with the Company that looking at a singleexpenseallowance from a prior

19 rate case in order to judge expense under- or over-collection, can be misleading and should be

20 avoided, as should any other single-issue ratemaking exercise. Unlike many test year expenses,

21 determination of property tax expense involves a for'~vard~looking estimation. Using the revenue-

22 dependent methodology based on the ADOS formula that has repeatedly been approved by the

23 Commission, Staff and the Company utilized adjusted test-year revenues in the application of the

24 ADOR formula to estimate the Compally's future property tax expense, in order to determine an

25 I

26

27

28

i
i

lim RUCO Brief at 12, citing Surrebuttal Testimony of RUCO witness Timothy J. Coley (Exh. R-9) at 31-32.
115RUC() Brief at 12, citing Surrcbutla] Testimony ofRUCO witness Timothy 1. Coley (Exh. R-9] at 38-41.
ins Company Reply Brief at 15.
Ii" Company Brief at 17, citing Tr. at 158-59.
'"' StafilReply Bricf 8t 9.
Ina RUN() Brief at 12
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1 appropriate allowed expense level based on that estimation. Staffs method calculates the appropriate

2 [ level of ongoing property tax expense for the revenue requirement by including a component for

3 property taxes that reflects known assessment ratios and tax rates in the gross revenue conversion

4

5

6

factotum RUCO's arguments in this case do not provide a basis for requiring any changes to the

simple, accurate, reliable and reasonable methodology we have approved in past cases and again I

adopt in this case.

7 B. ExpenseNormalization

Staff proposes adjustments to normalize test year Chemical Expenses and Repairs and

9 Maintenance Expenses. The Company opposes both normalization adjustments.

8

10 Qhemicall E8pgg538

Staffs proposed normalization of Chemical Expenses would reduce the test year expense

12 J level tim$127,457 to $99,827, which is the three-year average of the Company's chemicalexpenses

13 for 2004, 2005, andthe test year,2006. The expenses 'm 2004 were $66,210; in 2005, $l05,814; and

14 ,l in 2006, $127,457. Staff asserts that the normalization is appropriate because the Company's

15 chemical expenses have more thandoubled subsequent to the Compa.ny's prior test year of 2003, and

16 'because there were two large invoices totaling approximately $17,000 for chemicals delivered in

17 December, 2006 that Staff believes were to be used post test year Staff asserts that the December

18 2006 invoices were for deliveries not made on a monthly basis, but over longer time periods, and that

19 Staff believed those chemicals were for use in the following year, not the test year, and should

20 therefore not have been included in test yean exwnses.122 Staffs witness also testified that he knew

21 that a new treatment plant had come online during the three-year time period he used for the

22 normalization averaging, so that he was aware that chemical expenses would increase" The

ltiompany disagrees with the normalization adjustment, contending that the test year is presumed to

24 i be normal, and adjustments should be based on known and measurable changes. 124 We agree. In this

25 1 instance, it was known to Staff that due to the new treatment plant, chemical expenses would have

23

26
3
.

i
27

28

120 Staff Brief at 10.
121 'resum0ny of staff witness Marvin E. Millsap (Exh. s-2) at 33, Tr. at 384-85.
122 Tr. at 384-85.
111 ld

1:4 Company Brief at 19.

1 I

E
f
4

5
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I lincreasedzs In regard to the December 2006 invoices, the record does not reflect any inquiry

2 demonstrating that Staffs assumption that the chemicals were not properly a test year expense was

3 correct. If so, it may have been proper to exclude them from test year expenses, but that is not what

4 Staff proposed. Even if Staff had shown that the invoice amounts should have been excluded, the

5 llexelusion would not have justified a normalization adjustment. Because the accord does not support

6 lithe normalization of Chemical Expense proposed by Staff, the actual test year expense will be

7 Eallowed instead.

8 Repairsand Maintenance Expense

1

Staff proposes a normalization adjustment to the Company's Repair and Maintenance

IG iExpcnse reducing the test year expense from $104,609 to S9l,l34. Staff believes that the fluctuation

l l in this expense account, tim $96,152 in 2004, to $72,640 in 2005, to $104,609 in the test year,

12 called for a normalization adjustment, based on StaH"s opinion that there "does not appear to be any

13 upward trending in these expenses."l26 I n addition, Staff proposes exclusion of 85,543 of test year

14

15

16

expenses booked in this account for the Company's payments to Pepsi Cola Company of Dallas for

beverages for the Company/'s employees. The Company does not dispute that the $5,543 should be

disallowed. We agree with Staff that this is an expense that should be borne by the shareholders not

17 the ratepayers, and will not be allowed. The $5,543 disallowance to test year expenses brings the test

18 year level of repair and maintenance expense down to a level close to the 2004 level of expense,

19

20

21

22

which, 'based on the evidence presented, is a reasonable level. Because the record does not support

Staffs proposed normalization of Repairs and Maintenance Expense, the actual test year expense,

less Staffs proposed disallowance of $5,5-13, will be allowed.

c. Deferral of CAP M8451 Charges

24

25 i

26

The Company and Staff agree that the Company should be allowed recovery of 50 percent of

the CAP M841 charges related to the additional CAP allocation, or $20,306, as an operating expense,

based on Staff"s position that only 50 percent of the additional CAP allocation is used and useful at

this time, and that 50 percent of the charges should be deferre-d.127 Staff filed in this docket proposed

27
I

28

"" Tr. at 384-85.
136 Testimony of StarTwitness MarvinE, Milisap (Exp. s-2) at 34, Staff Reply Brief at 4.
sz. Company Brie ran 1 t, 20-21, Staffkepiy Brief an 4.
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1 'accounting order language which would allow the deferral of the remaining 50 percent of the M&I

2 ichargesug RUCO states that if it is determined that some portion of the additional CAP allocation is |

3 l used and useful, a commensurate portion of the associated annual water service capital charge should I

4 l  be included as an M&I expense in this case.'2g RUC() does not oppose the accounting order .

5 fllanguage as to fom1.130 The Company disagrees with language in StafFs accounting order proposal

6 H allowing the Company a 36 month deferral peri0d,m and included its own proposed accounting order

7 ll language as an attachment to its closing briefs"

8 The Company and Staff disagree on two issues related to the deferral: (1) whether the .

9 1 Company should be allowed to defer interest or other carrying charges, and (2) whether the deferral

10 should have a time limitation. v

11

12

13

14

The Company asserts that until the recovery of interest or carrying costs can be considered in

a future rate case, the Company should be allowed to accrue reasonable carrying costs.]33 Staff

contends that it is inappropriate to allow the Company to accrue interest on the deferral, because 50

percent of the M&I charges are not currently used and useful.]34 As Staff notes, the interest and

15 timeframe requirements of Staffs proposal are consistent with other Commission Accounting

16 l Otders.I35 Staffs language "excluding any interest or other carrying charges" is consistent with our
I

17 I other Accounting Orders and will therefore be adopted.

| The Company contends that there is no reason for "preset, artificial limits" on the deferral

19 period. us Staff argues that without a specified timeframe, the Company would be able to defer the

20 charges indefinitely Staff contends that 36 months is a reasonable timeframe for the defen-ai

21 1. period, and points out that its proposal also includes a provision allowing the Company to continue

22 the deferral beyond its evaluation in the Company's next rate case, such that the Staff proposal does I

18

I

24

25

26

27

28

ls Staff Proposed Accounting Order Language docketed on January 6, 2009,
129 RUCO Reply Brief at 7. .
420 RUCO Response to Proposed Accounting Order, docketed on January 13, 2009.
131 Company Brief al 21.22 and Exhibit 2.
132Company Brief at Exhibit 2.
in Company Brief at 21-22 and Exhibit 2.
:34 Staff Reply Brief at 5.
i35 Id.
136 Company Brief oz 21-22 and Exhibit z.
an Staffkepky Brief Ar 5.

23
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not specifically limit the deferral to 36 months.l3s Staff states that it proposed the 2-6 month

2 timeframe in order to permit time for Staff to evaluate whether the Company is properly accounting |

3 l for the deferral, and also to determine if all or a portion of the deferred charges are used and useful,

4 and therefore eligible to be placed in rates.l39 For the reasons provided by Staff we agree that a 1

S

6

definite timeframe should be placed 011 the deferral period, and find that under the circumstances of

this case, a 48 month period is reasonable.

7 D. Rate Case Expense

8

9

10

12

13

14

The Company requests authority to recover rate case expense associated with this case in the

lalnount of $280,000. The Company states that it based its request primarily on the $285,000 amount

awarded in its last rate proceeding, and that it has incurred more than $280,000 in this proceedings'

I RUC() did not brief the issue of rate case expense for this case. Staff proposes that the Company be

tallowed to recover no more than $150,000 in rate case expense for this proceeding, arguing that

H$l50,000 in rate case expense is similar to amounts the Commission has allowed comparably-sized

"utilities to recover through just and reasonable rates.l4' Staff recommends that rate case expense be

1 : normalized, instead of amortized.m Ute Company argues that Staffs opposition to the Company's

16 i request for this proceeding is not supported by the evidence, because Staff gave no consideration to

17 . | r
the specifics of thls rate case, to the rate case process, or to the similar rate case expense awards

18

19

20

21

relied on by the Company, and because Staff could not provide specifics regarding the cases its

'witness relied on in reaching his recommendation as The Company requests that if its rate case

3 expense recovery is normalized, as Stay recommends, rather than amortized, that it be granted

authority to institute a surcharge instead "to ensure that recovery actually occurs."'44

I

Based on our

2,.. review of the record, we find that. it is reasonable to allow recovery of $280,000 for the expenses

23 incurred by the Company in Luis proceeding. We agree with Staff that because rate case expense is a

24

25

26

27

28

133 Id

=1i: .
I Company Brief at 22, citing Rebuttal Testimony of Company witness Thomas J. Bourassa (Exh. A-5) at 35 and
Rebuttal Testimony of Company witness RobertN. Hanford (Exh. A-2) at 10.
"1 Staff Brief at s.

I 142M.

r143 Company Brief at 24: citing Tr.at390-93.
144 Company Reply Brief at 6.

iI
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l

2

3

recurring expense, normalization is a more appropriate treatment than amortization, and that a

surcharge for recovery of rate case expense would be inappropriate. The $280,0008llowed rate case

expense related to this proceeding will therefore be normalized over three years.

4

5 i

E
i E. Appeal and Remand Rate Case Expense

\

6

7

8

In addition to the Company's requested recovery of rate case expenses associated with this

proceeding, the Company has requested recovery in this docket of its rate case expenses associated

with the Remand Proceeding, as allowed by Decision No. 70441445 The Company originally

requested recovery of $258.1 11 of the $500,000 of rate case expense it incurred in its appeal of

10

9
2 Decision No. 68176 and the Remand Proceeding, which included expert witness fees, copying, |

mailing and publication costs, and discounted legal fees.146 The Company currently requests I
I11

recovery of $100,000 of these expenses through operating expenses, together with the $280,000 in
12 i

1 expenses
13

associated with this proceeding, discussed above, for a total recovery of $380,000,

amortized over three years, resulting in a total annual expense of $126,667 reflected in the revenue
14

g requirement for this case.l47 Staff recommends that the Company be permitted to recover $100,000
15

16

i
I

tin rate case expense related to the Remand Proceeding, normalized over a three year period, which,

with its recommendation of recovery of $150,000 related to the current proceeding, would result in

17 total rate case expense of $25[},000, normalized over a three year penlod, for a total annual rate case

18 expenseof $83,333 reflected in therevenue requirement for this case.148 RUC() recommendsdenial

I

19
Iof any rate case expense recovery related to the Company's appeal of Decision No. 68176 and the

20
§ Remand Proceeding, and RUCO's final schedules show total annual rate case expense of $93,333

21
reflected in the revenue requirement for this case.l49

22

23 RUCO argues that the Company's request for legal fees for the appeal and remand of

24 Decision No. 68176 should be denied "as a matter of law and public policy."l5° RUCO argues that

25

26

27

145 Decision No. 70441 ar 43.
146 Supplernentai Direct Testimony of Company witness Thomas J. Bourassa (Exp. A-4) at 2-7.
147 Company Reply Brie fat 6.
148 Staff Bcf at 728.
119 Rico Firm Schedule TJc.27.
useRUCK Reply Brief at 12.28
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2

3

4

5

6

7

"[a]lthough the appeal and remand corrected the method by which the Commission determined

FVRB rate of return, the Company pursued the appeal to obtain additional operating income for the

benefit of its shareho1<lers,"l51 and contends that the shareholders should therefore bear the costs

associated with that lawsuit, and the Company should "pay the costs for its business decision to

pursue an appeal."l52 RUCO argues that "[p]errnitting the Company to recover its rate ease expense

on a lawsuit to benefit shareholders would leave the utilities with the expectation that they can pursue

any lawsuit width no worry of the costs associated therewith because captive ratepayers will pick up

8 the talb."153

9
The Company contends that it is in the public interest to ensure the legality of Commission

10 Decisions. and rheretbre the Company should no! bear the entire burden of the expense ii incurred to

appeal a Decision for which the Company was not responsible, and which the court found

3 *unlawfuLI54 The Company also states that contrary to RUCO's assertion that a utility "can pursue

14

15

any lawsuit with no won'y of the costs," a utility has no expectation of any expense recovery unless it

prevails in its appeal, and that even if a Company is successiill, full recovery of expenses is

1m1ike1y_'55
I

16

RUC() advances the argument that that Arizona law does not permit recovery of attorney's

18 fees on remand, citing A.R.S. § 12-348 and Columbia Parch Corp. v. Arizona Dept, of

19 Transporiatfon 1sé Columbia Parch held that plaintiffs did not prevail in adjudication "on the J

20 merits" on judicial review by securing reversal and remand for new hearing on procedural grounds, I

21 and thus were not entitled to award of fees. In Columbia Parch, in the administrative proceeding l

22 leading to the appeal, plaintiffs were not allowed to present evidence on statutory requirements

17

I

Q; related to their claim. 157 The facts ofColumbia Parch' are therefore distinguishable firm the facts in `

24

25

26

27

28

151 Rico Brief al 11.
152 Id
HE Id 11

154 Company Brief at 24.
Isa Company Reply Brief al 16.
"6 RUCO Brief at 10, citing Cafumbin Parch Corp. v. Arizona D2pL of Transportation, 192 Ariz 181, 971 p.2d 1042
(App, I999),
157Columbia Parch, 193 Ariz. a& 183, lm p.2d at 1043.
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l this case. as CCWC did not secure its remand of Decision No. 68176 on procedural grounds, but

because it prevailed on the merits of its appeal of specific ratemaking issue. We also agree with the

3 Company that the statute cited by RUCO does not apply to this case, as A.R.S. § 12-348(H)(l) does

4 not apply to actions "Io establish or fix a rate."158

2

Although we End that the Commission has authority to award attorneys fees to the Company

6 for the appeal and the remand proceeding, we decline to do under these circumstances. The

7
Companv spent more than $500,000 to recover an additional $8,000 in operating income. While no

8
one disputes the Company's right to pursue whatever legal recourse it wants to pursue, we believe

9
Irl

10
that Company should maintain a proper perspective of the costs and benefits associated therewith. in

order w ensure the Company undertakes the appropriate analysis of the risks and benefits of

12 litigation, we will not allow the Company to impose the costs of the appeal uponcaptive ratepayers.

13
F. Operating Income Summary

14

15
With Lhe adjustments discussed above, we find the Company's test year operating expenses to

16 i; be $6,56l,825, on adjusted test year revenues of $7,505,010, for adjusted lest year operating income

17 0f$943,185_ I
I

18

19 VI. COST OF CAPITAL

20

21
I
I
I

22

The parties to this case recommenda rate of return for the Company as follows: CCWC,9.96

percent, RUCO, 6.38 percent,I 59 and Staff, 7.6 pcrccnt.'6° For the reasons discussed below, we adopt

a FVRUR for the Company of 7.52 percent.

24

25

158 A.R.s. § 1z-34a(Hl(1) provides:
This section does not:
I. Apply lo an action arising from a proceeding before this state or a city, town or county in which
the role of this state or a city, town or county was to determine the eligibility or entitlement of' an
individual to a monetary benefit or its equivalent, to adjudicate a dispute or issue between private
parties or to establish or fix a rate.

I

27

28 I
I._
l

Lw RUCO Final Schedule TJC-36.
100 Staff Final Schedule PMC-2.
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l A. Capital Structure and Cost of Debt

"94. Capital Structure;

The parties are generally in agreement regarding CCWC's capital structure. The Company

i

i
I

I
I The minor differences in the parties'

3 I
4 proposes a capital structure consisting of 3.97 percent short-term debt, 19.45 percent long-term debt,

5 H and 76.58 percent equity. RUC() recommends a capital structure comprised of 4.08 percent shon-

.6 \ term debt, I9.l? percent long-term debt, and 76.75 percent common equity. Staff proposes a capital

7 I. structure of 75.6 percent equity and 24.4 percent debt.

H recornrnendations are attributable to the Company's use of the capital structure at the end of the test |8

9

If)
4

i f/ear, while Staff and RUCO used a more recent capital stnucturelsl Based on the parties' proposals,

awe Had that a capital structure of 24 percent debt and 76 percent equity is reasonable for the

ll W Company in this case.

in?
8

135

I
I
1
I

15

Angst ofDebt

The Company proposes a cost of short-xerm debt of 2.88 percent, which it based on the

14 London Inter-Bank Offered Rate ('° L1BoR'*) reported on November 21, 2008462 ccwc short term I

debt is provided by its parent, American States Water Company, subject to variable interest rates

16 based on the LIBOR. CCWC's proposed cost of long-term debt, 5.33 percent, is based on the end
163

17

18
[

r
r 19

of test year interest rate on its low-cost bonds issued in 1997,"" for an overall cost of debt of 4.92

percent.I65 RUCO recommends a cost of short-term debt of 2.71 percent, and a cost of long-tenrm

debt of 5.34 percent. Staff proposes a composite costof long-term and short-term debt of 5.0 percent,

20

21

which Lakes into account changes to the Company's long-term debt occurring after the test year.166

4 Based on the parties proposals, we find that the 5.0 percent composite cost of debt recommended by
!

I

22 Staff is reasonable, and win adopt Ir.
23 :

24

25

27

ass S\affCOC Brief at 2.
28 I '° °  Staff Fi~na1 Sched. pmc-m.

i "" See Cost of Capi1zI ("COC")Rejoinder'Testimony of Company witness Thomas J. Bourassa (Exp. A-2 l) at 4-5.
ea: Company COC Brief ("Bria") at 3 L
"`" M
la See Company Amended Final Sched. D-2. I

I

1
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1 B. Cost of Equity

2
Using the DCF and CAPM models, the Company's cost of capital witness estimated the |

3 Company's cost of equity to be 12.7 percent. The Company states that although it believes its current .

4 cost of equity is 12.7 percent, it has requested a cost of equity of 11.5 percent in order Io minimize

5 disputes.167 Staffs cost of equity estimate is 10.1 percent. RUCO's unadjusted cost of equity

j estimate is 8.83 percent.169

8 While the Company and Staff used the same six publicly traded water companies as a sample

9 g group in their cost of equity analyses, RUCO's sample group differed. The Company disagrees with

lg Hthe group of publicly traded utilities RUCO used to estimate CCWC's cost of equity. In particular,

11 gccwc disagrees with RUCO's substitution of Southwest Water Company for Connecticut Water

12 9 Service, Middlesex Water Company, and SJW Corporation. RUC() asserts that Southwest Water

13 Company is an appropriate comparable 'company because American States Water, CCWCls parent

14

15

company, offers nearly identical service as Southwest Water Company, including unregulated

services, and has an identical risk as Southwest Water Company, demonstrated by the fact that the

two companies share the same market beta of 1.05, as reported in Value Line Utility Repor1s.m16

L
I

17 ICCWC argues that Southwest Water Company is' not comparable to either CCWC or to the publicly

18 traded water utilities in the sample group used by CCWC and Staff in their cost of equity estimates.

19 lccwc states that according to AUS Utility Reports (November 2008) only 45 percent of Southwest

20 1 Waier Company's revenues are derived from regulated activities, whereas four of the six water

|

21
I

utilities used by CCWC and Staff have at least 90 percent of their revenue derived firm regulated

activities, and the remaining two have 82 percent and 85 percent of their revenues derived firm1
I

22

23 regulated activities.'72 CCWC argues that in comparison to Southwest Water's 45 percent of
r

k| 24

25

169 taco Final Schedule TJc-ss. Rico refers ro this as the "ocrm Weighted Cost of Capital,

27

161 Company COC Brief at 2.
leg Staff Final Schedule PMC» t.

'r
,.6 "° Bela measures the systematic risk of a particular entity's stock relative to the market's beta, which is 1.0. Since the I

market's Bela is l_0, a security with a beta higher than 1.0 is riskier than the market and a security witha beta lower than
1.0 is less risky than the market. See Direct Testimony of Staff WitnessPedroM. Chavez, (Exp. A-16) at 29.
ml Rico coo Brief at s, RUCO COC Reply Brief at 4.
112 coo Rejoinder Testimony <>f Company witness Thomas J. Bourassa (Exh. A-21) at 28.28
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1 revenues from regulated activities, 86 percent of CCWC's parent company American States Water's
I
I

2

3

4

revenues and 96 percent of its net income were generated by its principal subsidiary, Golden State

Water Company, which also ohms 92 percent of American States Water's assets, but CCWC did not

specify the percentage of those revenues derived from regulated services-l73 CCWC also argues that

E

5 Southwest Water Company's earnings per share were negative for the twelve-month period ended

6 4IJune 30~ 2008~ and that RUCO's use of this financially troubled company in its proxy group

7 depressed RICO's cost of equity estimate by 60 basis points.m CCWC contends that Sun City
I

r
I
t

a

I

We disagree. The facts in the

I

I

8 . Water Co. v. Arizona Corp. Comm 'n"5 supports its position that Southwest Water should be

9 .' exclude from RUCO's proxy group becauseit is "tinanciadly sick.""6

10 HSm City are distinguishable from this case in two significant ways. First, the court in the Sun

ll ICit'y case did not address the useof companies in a proxy group for either a DCF or CAPM analysis,

12 ll and was instead criticizing theuse of comparative earnings analysis for setting a rate of return for the

13 1 water utility in question.1" A compacrntive earnings analysis, which is not proposed by any party to
I

14 this case, differs greatly from the DCF and CAPM analyses in the use of companies for comparison
!

!
I

15

16

17 "when

18

purposes. Second, the Sun City court referred not to an individual "financially sick" company, but to

the "financially sick" condition of the water utility industry as a whole at that time, while criticizing

the comparative earnings analysis used in that case as being particularly inappropriate

evidence was presented that this industry was generally sick financially",178

I

I 19
The Company also disagrees with RUCO's use of a sample group of natural gas distribution

20

21
utilities, and argues that an adjustment must be made to account for their use as proxies. RUCO

I states that gas utilities serve as an appropriate proxy for CCWC because gas and water companies
22

have similar operatingcharacteristics in terms of distribution and similar risks."°  CCWC asserts that
23

24
because RUCO's water utility proxy group, with an average beta of 0.82, has more systematic

25

26

27
I

28

173 Company coo Reply Brief at 1s-19.
174 m. at 35. citing Rigsby Dr., Sched. wAR.2.
"Sun City Water Company v. Arizona Corp. Comm 'n, "6 Ariz. App. 304 , 310, 547 P.2d 1 104, 1110 (App. 1976), rev 'd

on other grounds, HE Ariz. 464, 556 P.2d 1126 (1976).
" " Company COC Reply Brief at 19.
QQ; Sun City Water Company, 26 Ariz. App. an 3 m, 547 p.2a Ar 1 I 10.

I d
179 auto coo: Brief a! 7.

I
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1

2

(market) risk than its gas utility proxy group, with an average beta of 1.05, that the gas proxy group is

not comparable to Ccwc.'x°  CCWCargues that because the gas proxy group's average beta is

3 higher than the water proxy group's, an adjustment must be made to account for the current
I.

4 difference in risk between a typical water utility and a typical gas unmy."" CCWC asserts that

5 -Commission Decision No. 66849 "rejected the use of gas companies as proxies for a water utility

i 6 based on the difference between the average beta of the water utility sample group and average beta

7

8

9

of the gas utility sample group," that "use of the gas utility sample as a proxy for the water utility

would have increased the cost of equity,"182 and that Staffs position in the case leading to Decision

No. 66849 supports a 250 basis point upward adjustment in this ease" Decision No. 66849 does

10 Knot support such an adjustment. Contrary to the Company's assertion, Decision No. 66849~did not

11 reject Staffs use of a gas proxy group. However, it did reject Staffs position that its use of gas

12 | proxies necessitated a downward adjustment to Staffs cost of equity estimate. Decision No. 66849

13

14

15

16

17

18

instead adopted Staffs unadjusted average of its DCF and CAPM models. The use of a gas utility

sample had the effect of increasing the cost of equity over Staffs recommendation in that case.l84

The Company's argument that a failure in this case tomake an upward adjustment would constitute

an arbitrary and capricious actions" is simply wrong. In this case, as RUCO points out, CCWC itself

used water utilities with the same range of beta as RUCO's gas proxy, one third of the companies in

CCWCls water proxy group have the same range of betas as the companies in RUCO's gas proxy

19 group, nine of the ten gas utilities 'm RUCO's gas proxy have betas between 0.80 and 0.90, the

20 i Company)/'s proxy group of six water companies included Connecticut and Middlesex Water

21 Companies, which have betas ranging between 0.80 and 0.90,'8'°  and testimony on the record
I

22 'indicates that there is movement toward using gas utility proxies to derive cost of capital for water

23

24

25

26

27

I

I
I
!

28

'"° Company coo Brief at 36.
1st M

182Company COC Reply Brief at 19-20, citing Decision No. 66849 (March 19, 2004) In the Maier oflhe Appiicarion of
Arizona Wafer Company, an Arizona Corporation, for .4c§ustmenrs 10 its Rates Ana'Chargesfor Urifily Service Furnished
by its Eastern Group a r d o r Certain Related Approvals at 2 l .
L J Company COC Reply Brief at 20.
"" Decision No. 66849 al 23 _
leg See Company COC Reply Brief at 20.
lee Rico COC Brief at 6-7.

i
I
I
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1 compaz1ié s.*s1 The record does not reflect a need for a speciafadjustment due to RUCO's use of

2 natural gas distribution utilities as proxies. Il
I
I3 I

I
I While the Company arrived at its CAPM cost of equity estimate of 14.6 percent by averaging

I
I

4
its historical market risk premium result of 9.8 percent with its 19.4 percent current market risk

s premium result, RUCO did not use a current market risk premium, but reached its CAPM estimate
6 -

based on a hist0r=lc market risk premium.l" RUCO calculated a range for its CAPM cost of equity
"1
/

I! 8

9

10

11
>

between 8.10 and 9.78 percent for its water sample, and between 6.94 and 8.25 percent for its gas

sarnpIe.1B9 RUCO contends that because reliance on past performance is a better indicator of future

performance than reliance on analyst's projections of market return and trewmy yields, RUCO's use

of a historic market risk premium to derive a CAPM cost of equity capital is appropriate, particularly

in the current economic circmsWces.19°  While the Company argues that market volatility does not
12

13

make the CAPM unstable or subject to manipulation,191 RUC() concurs with Staffs witness David I

i

1

1

i Parcel] that the current risk premium CAPM is not a proper model in a very depressed market, and

14 I that the Company's CAPM analysis should be rejected because it is based, in part, on a current

15 hrnarket risk premiums" RUCO agrees with Mr. Parcel! that development of a growth rate from

16 stocks priced in an extremely depressed market leads to a CAPM which is too high.l93 RUCO further

17 'argues that .the Company's use of a 19.4 percent current market risk premium to determine a cost of

equity capital is inconsistent with the most recently av8ilabie market data, comparing it to Value
18

19
Line's October 24, 2008 projections of '7.50 percent for the return on common equity for the water

industry dmrough the five year period through 2013, for a difference of 1,190 basis points,!9°  We
20

21 l . . .
~agree with RUC() and Staff that the Company's CAPM shou}d he rejected because It is based, in part

22 .
i on a current rnarkct risk premium, which is inappropriate in a depressed market.

23 s

24

25 181 rd. an v, citing Tr. at 776.77.
:so RICO car: Brief at 2.

2 6 COC Direct Testimony ofRUCO witness William A. Rigsby (Exp. R-24) at 333-34.
° RUCG coo Brief at 3, Rucrn car; Reply Brief at 8.

; '°'l Company COC Reply Brief at 15.

. l  '° : Rico coo Reply Br at 7.8,
I [94 RUCO COC Reply Brief at 8, citing Cmnpany witness Thomas Bourass8'$ testimony, Tr. at 580.

2 7 we RUCO COC Brief at 4, citing David Parcellls testimony, Tr. at 746, 759-761.
28 citing Staffwilness David Purcell's testimony, Tr. at 759.

1
I
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2

3

4

The Company asserts that RUCO significantly reduced its CAPM cost of equity estimate by

using a geometric mean to calculate the market risk premium, by using two different Treasury

securities as its proxy for the risk-free rate of return, and by using the average total return, instead of

the average income return, on risk-free Treasuries.l95 RUCO derived its historic market premium

S using both a geometric and an arithmetic mean of the historical returns on the Standard and Poor's

6 500 ("S&P 500") index firm 1926 to 2007 as the proxy for the market rate ofretum.l% RUCO states

I
I

7

8

9

that the use of geometric mean is the industry standard, that geometric means are published in

Morningstar, and that Value Line calculates both historic and prospective growth rates on a geometric

or compound growth rate basis.""' RUC() also argues flat its historic market risk premium range of

10 between 4.90 percent and 6.5 percent, for an average of 5.7 percent, falls close to the range of 4.0 to

l l 5.0 percent identified as reasonable in a recent professional presentation,1°8 and the range of4.5 to
t

12

13

14

15

16

5.5 percent identified as reasonable in a recent publication cited in this case by both the Company and

RUCO."" RUCO contends that because its historic market risk premium falls close to the range

identified as reasonable by recent empirical research, and the Company's historic market risk

premium using an arithmetic mean of 7.5 percent does not, the Company's cost of equity

recommendation should be rejected.2° °  CCWC argues, unconvincingly, that RUCO's use of an I

17 excerpt from the Keller, Gothart, and Wessels texts' (to which the Company cited as supporting a

18 separate issue) fails to support RUCO's contention that its market risk premium of 5.7 percent, the

19 average of its geometric and arithmetic mean, is reasonable, because the risk premium in this case is I

20 not being computed with short-term bonds, and because the Company's calculations are not found in

21 a textbook.202 The Company argues that its 7.5 percent historic market risk premium is not too high,

*_

23

24

25

26

195 Company COC Brief at 40-49.
996 RUCO cot: Brief at 4.
w i l d at-4-5.
ws Id. at 5, citing opinions given by Dr, Aswarth Damdaran, New York University professor of finance and Dr. Felicia C.
Marston, University of Virginia professor of finance during a panel discussion presentation at the 39"' Annual Financial
Forum of the Society of Utility and Regulatory Financial Analysis held April 19 and 20, 2007, atGeorgetown University.
" "  Ruck coo Br ief  at  5, citing Valuafionz Measuring and Managing the Value 0fCompanies, 4"' Ed., 2005, by
McKinsey & Company, inc., Keller, Gothart, and Weasels, p. 306.

27 :woo coo Brief at 5. Rh
Valuation: Measuring and Managing the Value of Compam'e.v, 4 Ed., 2005, by McKinsey & Company, Inc., Koller,

Goedharl, and Wessels, p. 306.
202 Company COC Reply Brief at 17.28

I
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I alas RUCO contends, because both Staff and the Company used the arithmetic mean published in the

2 12008 Ibbotson S881 Valuation Edition Yearbook (Morningstar 2008), which calculates the historic

3 ll risk premium by averaging the historic arithmetic differences between the S&P 500 and intermediate-

4 lem] government bond income returns for the period 1926 through 2007, and RUCO "has presented

5 lo ev idence that lbborson 's ca'eulations are erroneous Staffs witness Mr, Parcel states that

6 l because investors use both arithmetic and geometric average returns, both should be considered in the

7 ideveiopment of a risk premium.204 Mr. Parcels states that exclusive use of arithmetic averages leads

8 its a higher, and potentially excessive risk premium, and thus CAPM results, because arithmetic

9 Ii averages exceed geometric averages.2° 5 Although Staff has traditionally used arithmetic averages as

l'J a component of its historic risk premium, Staffs witness Mr. Parceii's testimony supports RUCO's

l l use of both arithmetic arid geometric averages in the development of the historic market risk

I
\

12 premium.

13

14
In response to CCWC's assertion that RUCO significantly reduced its CAPM cost of equity

estimate by using two different Treasury securities as its proxy for the risk-free rate of return, and by1

J

la

16
| using the average total return, instead of the average income return, on risk-flee Treasuries, RUCO

I states that initially, it used both intermediate and long-term securities to estimate the risk-free fate of

I return, but then recalculated its historic market risk premium, using matching intermediate treasuries

18 as advocated by the Company, and that the impact Of recalculating its cost of equity capital estimate

17 I

19
based on the Company's methodology would be an increase of 10 basis points, from 6.38 percent to

RUCO explains that it is not modifying its recommendation, because its

I

20 I
1648 percent.2° 6

2 ]
H recommendation of 6.38 percent is based on a market risk premium that already exceeds the market

22
risk premium recommended by the authorities cm which RUCO relied.207

I

24 CCWC asserts that RUCO's reliance on only the sustainable growth method to estimate the

25 dividend growth component of its constant growth DCF estimate also causes RUCO's cost of equity

27

8103 Id
232 Surrebuttal Testimony of Staff witness David c. Parcel] (Exp. S-7) al 10.
2  rd .
us Rico coo Reply Brief  at 6.

297 /4. at 7.
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I 3 estimate to be understated.2° 8 CCWC argues that RUC() failed to disclose the key inputs necessary to

2 Ecsumate the internal or retention growth rate it used in the constant growth DCF model, and the

3 estimate should be rejected because it cannot be reproduced or updated based on more current market

4 data or informati0n.2° 9 RUCO responds that this argument is a red baning, as there was essentially

5

7

no difference between the parties' cost of capital experts' estimates of average sustainable growth for

water utility proxieam RUCO points out that CCWC's cost of capital expert estimated the average

sustainable growth to be 6.39 percent for his water utility sample, leaving a difference of only 9 basis

8 points between the Company's estimate and RUCO's estimate, which was 6.30 percent.

9 I

21 1

CCWC argues that because Mr. Parcel] testified that he was required to accept the models and

If! Einputs used by Staffs witness, Mr- Chaves, to estimate ("CWCls cost of equity, Mr. Purcell's

I 1 l testimony has limited relevance to this case.212 Until it filed its reply brief, the Company;v's arguments

3 laohtally ignored Staffs recommended cost of equity of 10,1 percent, apparently preferring to argue

14

that "Staffs final recommendation is 11.9 percent," and that Staffs recommendation is ".r191 affected

by recent market volatility and related events.2'3 The Company also argued that the only aspect of
15

16

17 I

18

19

Mr. Chaves` methods Mr. Parnell actually disagreed with was that Staffs current market risk

premium estimate was too high due to current market volatility.2I4 Because Staff tiled surrebuttal

testimony withdrawing its recommendation for a Hamada adjustment prior to the hearing,2'5 The

Company's post-hearing brief argument against the "recommended 180 basis point downward

adjustment to [Staffs] 11.9 percent cost of equity estirnate"m is misplaced and irrelevant.
20

21 | Staff is critical of the Company's use, in the current economic environment, of spot stock

22 l prices in its DCF and CAPM models Staff argues that theses are not normal times, and that times |

23

25

26 . I

I 27

24 zoo Company COC Brief at 38.

1° " rd. ax 38-39
ff Ruck car: Reply Brief at 2.
I Id.

Eu Company coo Brief at 49.
213 ld. at 50-S1(emphasis in original).
314 Id. at 50.
215 Surrebuttal Testimony of so witness David c. Parcels (Exp. s-7) at 12.
Zlo Company coo Beef at 52.55.
217 Staff coo Brief at 6.28
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1

z

such as these may require a departure from methods the Commission has previously relied 0n.2i8

Staffs witness testified that market models such as the DCF and CAPM are forward looking, and

3 assume than stock prices and interest rates reflect current expectations of the future, but that such

i
4 assumptions are not applicable in today's economic enviromnennm

q4
The Company assets that the riskiness of the sample water utiliu'es the parties used to

6
estimate cost of equity has increased since CCWC's last rate case, as shown by the sample

7
I

i

8

10

11

12

13
I

i

i

I
I

I

14 222

15

companies' increase in their average beta, which the Company states is currently 0.93, while the

average beta for the same proxy group was 0068220 The Company argues that the fact that the

markets are Riskier now than in previous years requires a higher cost of equity than CCWC was

lauthorimd in its prior case, in order to allow it to continue to attract capitaL221 Staff notes that its

cost of equity recommendation of 10.1 percent constitutes an 80 basis point increase from the 9.3

H percent cost of equity as determined in Decision No. 68176 and upheld by the Court of Appeals, but

I that the Company's cost of equity estimate of l1.5 percent constitutes an increase of 220 basis points.

Staff contends that the Company has failed to justify such a large increase in its cost of equiIy.m

a We certainly recognizethat current market conditions present increased risks over recent16

17 Hyears for many companies. However, we do not find that a general increased level of risk justifies

18 I the cost of equity requested by the Company. While the Company is critical et the inputs RUCO and

19 'staff chose to use in their cost of equity estimation models, as discussed herein, several of the

20 Company's arguments against them are unsupported by the facts. Taken in total, we find the

2] methodologies Staff and RUCO used to be less biased than those used by the Comply, and more
I

I

22 reasonable and more reffectfve of current market conditions. Based on the analyses presented, we

23 . find a cost of common equity of 9.9 percent to be reasonable in this case.

24

25

26
as ll! ld

*"' Tr. at 740.
v v iii Company coe Brief am 1.
° ' Company COC Reply Brief at 10-11.

zz: staff coo Reply Brief at 3
Hz: Id28
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1
C. Cost of Capital Summary

Percentage
2

Cost Weighted
Cost

3
24.0
76.0

5.0%
9.9%

1.20%
7.52%

4

Debt
Common Equity

Weighted Average
Cost Rf Capital 8.72 %

5

6
D. Fair Value Rate of Return

7

g CCWC's most recent rate proceeding, which resulted in Decision No. 68176, was the subject

9 H of an Arizona Court of Appeals decision which ordered a remand to this Commission on the issue of

10 Bthe method used to calculate operating income. Decision No. 68176 determined operating income

11 'and set rates in a manner consistent with prior Commission decisions, by multiplying the weighted

12 average cost of capital ("WACC") by the OCRB, and dividing the resulting product by the FVRB

13 Him order Under that method, the operating income, determined by

14 Brnultiplying the FVRB times the FVROR, provided the same operating income as multiplying the

15 l WACC by the OCRB.

to determine a FVROR.

16

17

18

19

Following the Remand Proceeding ordered by the Arizona Court of Appeals, a hearing was

held and Decision No. 70441 (July 28, 2008) was issued, Decision No. 70441 did not adopt the

Company's proposal to determine a FVR()R by applying the WACC directly to the FVRB, but

revised the method used in Decision No. 68176 to calculate operating income. The Commission

20 =found that applying the WACC to the FVRB would over-compensate the Company for inflation and

21 I calculated the FVROR by adj musting the WACC to reflect an inflation adjustment that reduced the cost

22 The FVROR was then applied to the FVRB to determine operating income. Decision
I

23

24

of equity.22$

No. 70441 found that the evidence presented in the Remand Proceeding was not sufficiently

developed to make a determination of whether the cost of debt reflects the effects of inflation, and

28 224

25 ' therefore Decision No. 70441 did not adopt an inflation adjustment to the cost of debt.

26

27 '
724 In Decision No. 70441 and in this case, the Fvlus reflects a 50/50 weighting ofocRB and RCND.

Decision No. 70441 a14l.
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l The Company has appealed Decision No. 70441, and iN this proceeding, continues to

2 advocate applying the WACC directly to its FVRB, without any inflation adjustment, in order to

3 calculate the Company's authorized operating income.226 RUCO advocates using the same

4 12 methodology in this case as that used in Decision No. 70441 to reach a FVROR, by deducting a

5 general inflation component tifom the cost of equity in order to avoid double-counting inflation

6 l("m¢th0d 1=° ).22" Staffs pvkon proposal in this case is based on the Fvaok formula used in

7 Decision No. 70441, but with a change to the application of the inflation adjustment. Staffs

8 l methodology removes the inflation component from both the cost of equity and the cost of debt to

9 l Staff states that Method 1 remains a viable alterative for

i
I

determine a FVROR ("Method 2").

10 ! 'computing the i~'vRoR,"" but that Method 2 benefits a utility by providing higher returns when

l l I utility property appreciates at a rate exceeding the additional return required by investors due lo

12 z ini1a¢1Qn.""
I
I
I

\
131

14

15

16

17

The Company argues that application of the unadjusted WACC to FVRB is necessary to 1

allow the utility to earn a fair return on the current value of its property.230 CCWC charges that the I

recommendations of Staff and RUCO are predicated on the view that the rate of return must be

reduced if the fair value of the utility's plant is used as its rate base, and that their FVROR

approaches are "intended to deprive Chaparral City of the benefit of the increase in value of its
18

19

20

21

22

11 property."231 CCWC continues to argue that the WACC can be directly applied to FVRB because the

WACC is a function of the ratio of debt in its capital structure, and docs not depend on either the

Q' amount of invested capital or the size of the rate base used to set rates, and that a market-derived rate

of return can appropriately be applied to a market-based rate base.232 The Company also argues that

application of the unadjusted WACC to FVRB is appropriate because the rate of return is not related
23

24 i 2 s Company COC Brief at 27. The Company continues to argue issues prcviousty decided in Decision No, 90441, and
'some of those issues are discussed herein. The fact that this Decision does not again address some of the arguments re-
*proffered by the Company in this case, such as, for example, its arguments regarding market-based rare base and market-

70441.
25

26 I

I

27

i derived return, does not change our analysis and determination thereon as set forth in Decision No,
. 227 Ruck coo Brief at 10, PJJCO COC Rspiy Brief at 10.
: buzz staff coo Brief at 5.
£224 Id.

230 Company COC Brief at 14.
. 1' Company COC Brief at 26. 27.
id? 14 ans, 22-23.

E
!

28
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1

3

4

5

to rate base, and because the inputs used to develop the WACC have no relationship to the type of

rate base to which the WACC is applied CCWC argues that FVRB is not the "inflated" cost of its

plant, but is the average of its OCRB and RCND3" and contends that the downward adjustment to

the WACC as recommended by RUCO and Staff to determine a FVROR "undermines the use of fair

Va]ue.7:235

6

7

8

9

We agree with the Company that there has been no dispute in this case that FVRB is the

average of CCWC's OCRB and RCND. We disagree with the Company, however, that the FVROR

methodologies proposed byRUCO and Staff"undermine" the use of fair value, or "deprive Chaparral

City of the benefit of the increase in value of its property-" There are many methods the Commission
10

RUCO and Staf fs

can use to determine an appropriate FVROR, and as we found in Decision No. 70441, one of those |

methods is adjusting the WACC to

recommendations both adjust the WACC to exe}ude the effect of inflation in order to calculate a

exclude the effect of inflation.

13

14

15 236

16

FVROR for the Company. CCWC claims that Staff and RUCO have focused on the effect of

inflation on the cost of capital, but have ignored its effect on rate base, that neither provided a study

or analysis of the impact of inilation on the Company's rate base. CCWC contends that utilizing I

an initiation adjustment to reach a FVROR incorrectly assumes that general inflation in the economy
I

17 affects both rate base and the cost of capital in the same way.237 We disagree. The FVROR analyses

18 I.provided by RUCO and Staff focused on the inflation component contained in cost of capital. The

19 :effect of inflation on rate base is separately calculated in determining the RCND, and the Company's

ii proposed method has been accepted by the Commission.

22

23 W-021 i3A-04-0616, the FVRB, which was the average of OCRB and RCND, included an inflation

24 I componenL238 The FVRB in this case was determined iN the same way as the FVRB we considcred

E
i

As we determined after considering all the evidence 'm the RemandProceeding in Docket No.

233 14 at 16,21.
'§: ld ate.
2 Ida at 57.

27 : " '  M ar 6n-64.
2"' rd.

28 |' :as Decision No. 70441 at41, Findings Rf Fact No. 14.

26
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I in Decision No. 68176 and Decision No. 70441, The record in this proceeding contains essentially

2 . the same arguments CCWC made in the Remand Proceeding and affords no basis upon which to

3 reverse our determination of fact on the issue. The Company aclmowiedges that the RCND is the

4 current value of its plant based on its reconstruction cost, and there is no dispute in this case that

5 FVRB is the average of OCRB and RCND. RUCO and Staffs PVROR recommendations in this

6

7I
Ii 8

case both Lake into consideration our determination 'm Decision No. 70441 that the FVRB, which is

the average oflOCRB and RCND, includes an inflation component. The Company provided no study

or other evidence that controverts the existence of an inflation component in RCND rate base. We
I

I
I

16

9 ,note that Me Company used the Handy-Whitman Index and the Consumer Price Index to trend its

10 tools to a RCND varu¢.89 Both of these indices are measures of innaiian. Clearly, the RCND

H 1 value proposed by the Company includes inflation, and that inflation component carries into the |

1zrvue, I

13 1 The Company's proposal in this case to determine a rate of return by applying the WACC

14 directly to a FVRB comprised of an average of OCRB and RCND does not include an adjustment to

15 account for inflation. CCWC contends that the fact that application of the WACC to FVRB may

produce return dollars greater or less than would be produced using the prudent investment" 1

17 Happroach is inelegant, because fair value ratemaking is intended to recognize increases (and

18 decreases) in property values.240 The Company continues its argument from the RemandProceeding

19 that Duke Power24' supports its position on FVROR, 242 because the Duke Power court determined

ii

20

21
I

22
I

23

that North Carolina's ratemaking statutes required the North Carolina Utilities Commission to treat

the difference between the lucius and the FVRB as equity." staff points out that in North Carolina,

the state's police power regarding ratemaking resides with the legislature, in contrast To Arizona,

where the Arizona Constitution places Arizona's ratemaking authority exclusively with this
24

25
Commission, and that Duke Power involved interpretation of a statute governing the treatment of |

I

26
I

28

139 Direct Testimony of Thomas J. Bourassa (Exp. A-3) at 7-8, Decision No. 70441 at 31-32.
1419Company coo Brief at 14.
*"' Slate ex rel. Uiifitres Comm 'n v. Duke Power Company, 206 s.E.2d 269 (no. 1974).
243, Company COC Brief at 25-26.
pa; State ex rel. Utilities Comm 'n v, Duke Power Company, 206 s.B.2d 269 (N.c. 1974).
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1 FvR.8.1"4 As noted in Decision No. 70441, the Company's reliance on Duke Power is misplaced,

2 because the North Carolina Supreme Court indicated that the North Carolina Commission could

3 consider the effect of inflation in computing the cost of capital, and remanded that case to the North

4 Carolina Commission because the fair rate of return determination had been made "through a

5 misunderstanding" of another decision by the North Carolina Supreme Court_245 The Company also

6 continues to argue in this case that the Illinois case City of Alton246 supports i ts posit ion" As

7 Decision No. 70441 states, the methods addressed in that case are not helpful in setting rates in

8 Arizona, as they seem to be after the that, "fall-out numbers" determinatior\s.24" CCWC has not

9 presented any legal arguments that convince us to change our determination made in Decision No.

Io 70441.

Staff and RUC() are in agreement that, as Decision No. 68176 and Decision No. 70441 have
12

already found, the Company's proposal no adopt the WACC as the FVROR and apply it to the FVRB

would produce excessive returns.249 RUCO takes issue with the Company's assertionz50 that the
14

16

2 WACC is the fair rate of mum regardless of the rate base to which it is appIi¢d.25' RUCO argues

15 3 that an appropriate rate of return is one that compensates, but does not overcompensate, the Company

i for its cos1s.m RUC() states that Decision No. 70441 determined that the double counting of

18 E inflation in rate base and the rate of return would unfairly overcompensate investors,253 and Staff
171

19
contends that rates producing an excessive return would be neitherjusl nor reasonable.25" In response

to the Company's assertion that the results of the Remand Proceeding are "anoma]ous,"25s Staff
!

I

20
responds that this Commission, in the Remand Proceeding resulting in Decision No. 70441, was

I
21

22

24"

I

1
1
1

23 3244 staff coo Reply Brief at 54.
...| Decision No. 70441 al24-25.

Eu cl afAI!on v_ Commerce Comm :ml /65 N524513 (Hz. 1960).24 Ty

I . . .
25 24s Staff coo Reply Brief at 6, clog Decision No.

26

27

28

Eu Company coo Brief at 23-26.
i 70441 at 25-26.
s 249 Staff car; Reply Brief at 4, Rico coo Reply Brief at lo.
i 250 Company car: Brief at 20-24.
pa: Ruck coo Reply Brief at 9.
zs I d

251 Rico car; Brief  at 10, Rico coo Reply Brief  a!  lo.
2" swf coo Reply Brief  at 4.

5 255 Company COC Brief at 6.

i
1
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1 1 completely within its constitutional authority to craft a FVROR methodology that removed the effects

2 of innam>n.2"
"l
J

4

5

6

7

8

The Company's extensive arguments on brief in this case repeat the arguments made in the

Remand Proceeding, and provide no basis for a deviation from our finding in those Decisions that

applying WACC to the FVRB would inappropriately allow inflation to be reflected in both the

WACC and in the FVRB, thus overstating intlaticn.257 The Company is correct that fair value

ratemaddng recognizes increases or decreases in property values, which in this case is accomplished

through the use of a FVRB that includes an RCND component. In addition, fair value ratemaking

I

g
I

I

9
also recognizes the need for a fair return on the fair value of utility property. The Company's

10
proposal must be rejected, because a rate of return reached by applying the WACC directly to its

' I
1 ! FVRB which includes inmation would overcompensate for inflation, and would produce an excessive
[ 2

return on FVRB, thereby resulting inmates and charges that would be excessive; and therefore not just
I

13
and reasonable.

14

15 In order to calculate the inflation factor in the WACC, both Staff and RUCOls methods

16 subtracted the yields on Treasury inflation protected securities ("TIPS") from the yields on Treasury

17 -. securities with constant maturities. Staff used the 2.4 percent difference between the spot yields on a

18 I

19 FVRB

20 1

320-year Treasury and a 20-year TIPS as a proxy for expected inHation.258 Because one half of the

includes OCRB, which does not include inflation, Staff adjusted the 2.4 percent inflation

I

I

21 : -
' 256 Staff COC Reply Brief ate.

22 | e: See Decision No "0441 at 36.
| zs Staff calculated its inflation adjustment as follows:

E

23

24

25 I

20-year Treasury Yield (as of 8/6:'08)
less: 20-year Treasury Real Yield (as of 8/6!08)
Return required by investors due to inflation*
Times a 50% factor (to account for lack of inflation in GCKB)
luNation adjustment

4.7%
2.3%
2.4%
0.5
LE%

I

36 .
i

27

I

28

* S1atTs Final Schedule PMC-2 showed 25%, presumably due
to rounding, which is corrected he: to 2.4%

Staff Final Schedule PMC-2; Direct Testimony of Staff witness Pedro M. Chavez adopted by Staff witness David C.
Parcel! (Exp. S-8) at 36-37; Direct Testimony of Staff witness Gordon L. Fox (Exp. S-5) at4-1 1.

I

I
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1

2

3

4

factor by one-half, resulting in an inflation adjustment to the WACC of 1.2 percent.259 RUC() used

historic average Treasury yields for the period 2001 through the first half of 2008 to reach its

inflation estimate and deducted 200 basis points from its unadjusted cost of equity to derive the return

that RUCO recommends be applied to the Company's FVRB.26°

5

6

8

The Company disagrees with RUCO's 200 basis point inflation adjustment.2° I CCWC argues

that any inflation adjustment should be reduced by one-half to account for the fact that one-haif of the

FVRB is comprised of plant valued at its historic cost, and that if an inflation adjustment is found

appropriate in this case, the adjustment should not exceed 100 basis points.262 The Company
9

| contends that Staffs methodology is more appropriate than RUCO's, arguing that because RICO's
10

inflation adjustment is based on historical information, it is not a good proxy for any future inflation
11

12

13

14

15

16

contained in investors' expected equity retums.263 While the Company finds Stail"s methodology

preferable, it disagrees with Staffs inputs, and argues that Staff should have used 5-year Treasuries I

instead of 20-year Treasuries, and that Staff failed to update its estimate to take into account current

inflationary expectations.2"' At the hearing on January 9, 2009, Staffs witness Mr. Parcels testified .

that during the current economic climate, economists' opinions of projected inflation would be a

much better indicator of expected inflation, and stated that in recent testimony, he had found that the
17

forecast for inflation was 2 to 2.5 percent.265 Mr. Parcell's testimony corroborates and
18

validates Staffs earlier 2.4 percent estimate, obtained using the Treasury yields as of August 6, 2008
19 I

20

consensus

21

CCWC disagrees with Stalls Method 2 for calculating the FVROR. CCWC argues that it is

improper to apply an inflation adjustment to both the debt and equity portions of the Company's

capital structure, and that Method 2 erroneously treats the cost of its long-term debt as if it increases22

23
1

24

25

27

28

259 Id

i 260RUCOFinal Schedule TIC-36, Direct Testimony of RUCO witness William A. Rigsby (Exh.R-14) at 62.
261 Company coo Reply Brief at 24.
252 Id.
16] Company coo Brief at 62.
264 rd.
:as Tr. at 748-749. Mr. Purcell's testimony was in response to a Federal Reserve Stalisticai Release ("FRSR") dated
January 7, 2009, which the Company introduced at the hearing (Exp. A~l7). Mr. Parceil testified that in normal times,
looking al the differential between long-team Treasury bonds and long-term interest rate swaps using the same maturity
may be a reasonable way to develop a proxy for inflation, but that in the current economic environment using the
differential is problematic because both instruments havebeendriven to such low levels.

i
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I

1
I CCWC is correct that its cost of debt is determined based not on
I

i
i

go, decreases based on current market conditions.26 CCWC argues that because its cost of debt is

2 determined based not on current market debt costs, but on its pre-existing, embedded cost of debt,
|

3 Qwhieh does not increase or decrease in response to future inflation or other economic conditions,

4 !Method 2 should be I¢j3¢t¢d.2'"

5 current market debt costs, but on its pre-existin, embedded cost of debt, which does not increase or

6 decrease in response to fixture inflation or other economic conditions. However, as CCWC itself
I

7 acknowledges, inflation is a component of the cost of debt. The Company states in a footnote that

8 3"1i]n some cases, there may be a secondary market for bonds, notes and other debt instruments. The

9 thrice that a purchaser is willing to pay For a particular debt instrument is affected by a number of

10 different factors, including expected inflation."268 The Company's footnote goes on to state that

11 despite the existence of secondary markets, "the borrower's obligation to pay interest in accordance

in with the terms of the debt instrument is unaitected by such secondary sales and remains tixed."269

13 While this is true, it does not change the fact that debt includes an inflation component. The cost of

14 debt includes the investors' expectations regarding inflation, and, as Staff explains, a change in

15 purchase price of debt instruments on the secondary market reflects the change in debt cost that the

16 investor requires due to imian@n."°  While the Company is correct that the inflation component

17 embedded in its existing debt does not change unless it is refinanced, the inflation component is

18 nonetheless there, and the Company failed to provide an estimate of that inflation component

19 embedded its existing debt. Accordingly, the best evidence available on the record is Staffs. Staff's

I

I
L Z0 | proposed Method Z applies the inflationary adjustment to the entire cost of capital, including equity

and debt, in recognition of the fact, demonstrated in the record in this case,271 that inflation is a21

22 component of debt as well as equity.

23 [

24
The Company contends that RUCO's proposed rate of return of 6.38 percent is too low and

attempts to support its position by comparing it to the 9 percent interest rate on investment grade

26

log Company coo Brief at 68,
169 I d

1

28

ms Company COC Brief at 67, 69.
267 id

fn 279.

2j° Staff coo Reply Brief at a.
211 See, e.g., Direct Testimony of staff witness Gordon I.. Fox (Exp. s-5) at 5-7.
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l l(Baa) bonds.272 RUN() argues in response that the Company's reliance on a FRSR showing the

2 interest rate on investment grade bonds at 9 percent is misplaced because the FRSR does not

3 distinguish the rates of return for utilities bonds from other corporate bonds RUC() believes that

4 the Company's rate of return comparison should be based on the returns of regulated utilities as

5 . opposed to the returns of other corporations, and recommends that the Commission consider, instead
1

6 of the January 7, 2009, FRSRE" the January 9, 2009 Value Line investment Survey,m which

7

8

q

contains statistical analysis of corporate bond yields, but distinguishes yields on utility bonds firm

yields on other corporate bonds, and shows the return on corporate utility bonds for 25-30 year grade

Baau'l3BB to be .6.58 percent.276 Our FVROR determination in this proceeding is not based on any

10 I comparable earnings analysis, but on the market-based analyses performed by the parties. However,

11 | we note Thai the Company's argument that a 6.38 percent FVROR is too low because the interest rate

12 on investment grade (Baa) bonds is 9 percent is not convincing, and that RUCO is correct that if such

13

14

a comparison were to be made, it would be more appropriate to compare the recommended rates of

return to yields on utility bonds rather than on the FRSR produced by the Company at the hearing.

15

16

The Company again asserts that if adjustments are made to components of the WACC to

account for inflation, inflation must also be considered in relation to operating expenses,277 and
17

contends that the normalization of test year operating expenses using expense levels from 2004 and
18

2005 as recommended by RUCO and Staff ignores inflationary effeclsm The Company argues that
19 l

considering the impact of inflation only on the cost of capital ignores the impact of inflation on the

|

1

20

21

22

23

Company's overall earnings, and argues that adjusting cost of equity estimates to account for

inflation in determining the rate of return while ignoring the impact of inflation on the Company's

overall cost of providing service amounts to "piecemeal reg,u1ation."279 The Company contends that

if an inflation adjustment is used to determine its rate of rehlrn, an upward adjustment using the same

25

26

27

28

17; See Exp. A-I7, FRSR dated January 7, 2009.
27: RUck coo Brief at 10.
£j* Exh. A-17.
2/5 Exp. R- 16.
276 Rico cot: Brief at 10.
177Company COC Brief at 3-4.
i n id.

279Id.
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1 percentage should be made to its test year operating expenses, in order to account for the impact of

2 inflation during 2007 and 2008, and during the time rates will be in effect.280 The "matching"

DOCKETNO. W-02113A-07-0551

3

4

5

6

7

8

9

10

adjustment to operating expenses proposed by the Company is unsupported by the evidence and

inappropriate. We disagree with the Company's assertion that adjusting the WACC to arrive at a _

FVROR "ignores the impact of inflation on the Company's overall earnings," or amounts to

"piecemeal regulation." As Staff explains, an adjustment to the WACC to arrive at the FVROR is not

an adjustment to reflect matching, but is necessary to avoid double counting of inflation that is found l

in the RCND rate base and in the cost of capitalzsl As we noted in Decision No. 70441 , removing

inflation from the return no more amounts to "piecemeal regulation" thandoes adding inflation to the

rate based In contrast to FVROR, which is forward-looking, operating expenses are matched with '

l l associated revenues.283 Inflation in operating expenses is already inherently recognized in the |

12 ratemaldng framework, which encourages utilities to seek operating efficiencies284 and allows

13 modifications to test year expenses based on known and measurable changes in costs during the test

year

15 operating expenses.

14 There is no basis in the record to support the Company's proposed inHationary adjustment to

I 16
The rate of return applied to a utility's FVRB is designed to (1) allow the utility to) attract

17

18
capital on reasonable terms, (2) maintain the utility's financial integrity, and (3) permit the utility to

i realize a return that is commensurate with the returns earned by enterprises with commensurate risks.
19

CCWC states that in setting its rate of velum, this Commission must take into account the risks
20

,associated with the particular rate-setting methodologies used in Arizona and their impact on the
21

Company's ability to cam a reasonable return on the fair value of its utility plant used to provide
22 I

service.2B5 CCWC contends that a lack of adjustment mechanisms and inability to obtain rate relief
23 .

. outside a general rate case create additional business risk and requires a "higher return on equity,"28°
24

25

27

28

2110 Id.

:Bl Stal*T COC Brief at 4, citing Tr. at46] .

buzz Decision No, 70441 oz 32.

28:1 Tr. at 46l_

*"' Tr at 461 .
285 ld

°-'*° rd. at 19.I

I
nI

26
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1 land that the regulatory lag related to Arizona's use of a historic test year impacts the Company's

2 ability to earn a reasonable return.m The Company states that operating expenses reflected in its

3 current rates are based on the 12-month period ended December 31, 2003, and that it is not currently

4 .I earning a return on the increased value of its plant since its rates were set in Decision No. 68176, or

5 on plant constructed and placed in service since December 3 l, 2003.*"" The Company complains that

6

7

when rates are set in this case, they will be based on operating expenses for the year ended December

3 I , 2006, and will not provide the Company with a return on plant constructed and placed in service

9 ! al lowing $128 million in post-tesl year plant to be included in rate base. The issues the Company

10 raises here related to the regulatory lag and Arizona's constitutional constraints affecting the

8 : War December 31, 2006.289 The Company's argument ignores the fact that in this case, we are

11

12

raiemaddng process are issues that apply to all Arizona utilities, and not just CCWC. As RUCO

acknowledges, the Wndamenml premise of the return on rate base zatennaking approach is to allow

14 wi th competitive industries.290

15 1 includes an inflation component would not accomplish this ratemddng goad. As Staff contends, the

13 utilities an opportunity to recover their actual costs, including their actual cost of capital, consisted

Applying the WACC directly to a utility's FVRB when the WACC

16 Company is advocating for a rate of return methodology which would produce comparably higher

17 rates, which conflicts with the most basic tenet of rate regulation, which is that a utility should be

18

19

20

provided with rates that will allow it an opportunity to cam a return that is comparable to those of

similarly situated ¢nterprises.291 We addressed these arguments in Decision No. 7044] , and nothing

presented in this case causes us to change our determination therein,

1 21

22

24

In determining an appropriate and equitable level for the FVROR in this case, we are mindtlxl

of the need for The Company to have the ability to attract capital and obtain a fair return, and we are

also mindthl of the need to take into account the interests of the ratepayers. As we found in Decision

No. 68176 and Decision No. 70441, using the Company's proposed methodology would produce
25

r
r 2 6 2a1 rd. an 19-20.

M m m m
*go ld

'J 290 Ruck coo ReplyBrief at9.
-8 291StaffCOCReply Brief at 5, citingFederal Power Comm'n v,HrapeNature! Ga.v,320 U,S, 591,64S.ct_ 281 (1944).
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l

2

3

4

excessive returns, and it must therelbre be rejected. Because there is an inflation component in the

Compar1y° s FVRB, all inflation mustbe removed from the rate of return, whether in debt or equity .

While further retirements to methodologies to accomplish this necessity may be possible, and are

encouraged, we find that Staffs Method 2 appropriately matches an inflation-free rate of return to

5 g FVRB. The Method 2 recommendation of Staff to apply an inflation. adjustment to both the equity
i

6 ! and debt components of the WACC is a reasoned and sound approach to determining a FVROR that

7

8

equitably balances the needs of the Company and its ratepayers, and results in the setting of just and

reasonable rates. We: therefore adopt a FVROR of 7.52 percent in this case,

9 .

101

E. Fair Value Rate of Return Summary
I
|

8.72%
-I20%
7.52%

I

11

Weighted Average Cost of Capital
inflation Adjustment
Fair Value Rate of Return

12 78' \ IL AUTHORIZED INCREASE
|
1_
I

I
I

Based on our Endings herein. we determine that the Company's gross revenue should increase

14 =hy $1,764,371.

15
I

i
:
I16 |

17 I

Fair Value Rate Base
Adjusted Operating Income
Required Fair Value Rate of Return
Required Operating, Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Gross Revenue Increase

$26,776,414
943,185

7.52%
32,013,586
$1,070,401

1.6483
$1,764,371

I

]85
l19.

20 Vlll_ RATE DESIGN

21 I
1

Irrigation and Construction Rates I

i

23

A.

The Company is proposing the same rate design approved in Decision No. 68176, with the

exception of increasing the commodity rate for Irrigation and Construction water. Zero gallons are

| included in the monthly minimum charge, and the commodity rate has three inverted tier blocks, with
I
I

24

25 l

26

the First brealcover point at 3,000 gallons, and the second breakuver point at 9,000 gallons. In order

to eliminate the disparity in the current rate design between Irrigation and Construction water
I

customers and other customers, and to promote water conservationfqz the Company proposes to27

28 292 Company Brief at 25.

22

18

i

1
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1

2

3

4

5

charge Irrigation and Construction water customers the same monthly minimum charges as other

customers according to meter size, with a single Irrigation and Construction commodity rate equal ro

the Hist tier commodity charge for commercial and industrial customers, for all usage. Staff proposes

a.rate design similar to the Company's for Irrigation and Construction water.z93 Currently, the

Irrigation Service commodity charge is a flat $1.56 per 1,000 gallons, which is lower than the first

6 | tier commodity rate for 3/4-inch metered residential customers The Company believes that from a

7

8

water conservation standpoint, customers using potable water for irrigating turf and landscaping

should be charged morc.294 Under the rates proposed by the Company, RUCO, and Staff in their

9 | Final schedules, the commodity charge would increase to $3.34, $2.65, and $2.95, respectively, with

10

12

13

the differences being due to differing recommended revenue requirements. Staff states that the

purpose of its proposal is to move the rates for Irrigation and Construction water closer to the

commodity rates paid by other customers, and that it believes the approach will help in promoting

water conservation.295

14

[5

16

Pacific Life argues that the Company's proposed increase for Irrigation and Construction

water customers was not properly noticed.296 Staff states that CCWC published notice in compliance

with the rate case procedural order issued in this case, and that Pacific Life filed for intervention on

17 |- September 15, 2008, which was granted on September 26, 2008. Staff notes that Pacific Life did not 1

18

19

20

raise any issues regarding notice once it was granted intervenor status, or during the time leading up

to the date for Iiiing direct testimony." As Staff notes, Pacific Life did not iii direct testimony or

actively participate during the evidentiary hearings.2" The Company points out that, as Pacific Life

21 discusses in its brief, a discussion of the increases in specific rates for specific customer classes was

22

23

set forth in the Company's tiling in the direct testimony of its accounting witness,299 and that the

direct testimony of the Company's witness Mr. Hanford also addressed the Company's requested

24 '.' change in the ilmlgation rate. Those direct testimonies were filed with the Company's application,

25

26

293 staff Final Schedule mEm-27.
Eu Company Brief at 25.
295 StatTBrief at 12-13, Staff Reply Brief at 6.

5 zoo Pacific Life Brief al 1-4,
I kw Staff Reply Brief at 9-10.

28 -F ;j;m. as 10.
I Company Reply Brief at 19.

27
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I II and the published notice directed interested parties how 'to view a copy of tlle application. The

2 notice, which was published on August 6 and August 13, 2008, also specifically stated that "[t]he
i

3

4

5

6

7

8

9

10 I

actual percentage rate increase for individual customers would vary depending on the type and

quantity of service provided. You may contact Chaparral City to detennine what the effect of its rate

proposal may be on your individual bill." The record in this proceeding reflects the fact that while

Pacific Life may have chosen not to take advantage of its procedural opportunities to present a case

and cross examine witnesses in this proceeding, the opportunity was available to it, and Pacific Life

was Not procedurally disadvantaged.

Pacific Life argues that the Company's proposed increase for Irrigation and Construction

water customers could be detrimental to golf course and residential users.3° °  The Company contends

that this claim by Pacific Life on brief is unsupported by any evidence on record in this case, and that I
4

12 the two possible explanations for the lack of evidence are (1) the evidence do-es not exist; or (2)

13 *Pacific Life failed to avail itself of the opportunity to present eviden<:e.30I Staff states that it is

14

15

16

17

18
I

I

19

concerned about the effect a rate increase will have on all customers, including imlgation customers,

and that in making its recommendations, Staff must balance the interests of the Company and the

interests of all customers.302 Staff notes that currently, i rr igation customers have the lowest

commodity charge, that the disparity between the commodity rates of the classes should be

minimized to encourage water conservation, and that Staff believes its approach is fair and balances

the interests of the Company and its custorners.3° 3

Pacific Life argues that a similar proposed increase for lm'gation and Construction water

21 customers was rejected in the Company's last rate case.304 Staff states that each case that comes

20

22 before the Commission requires independent analysis and a determination based on the facts of the

26 Lou Company Reply Brief at 20.
I
I 27 ! ! . \nM.

23 specific case, amu therefore the fact that the Commnsslon considered and rejected a similar increase to

. . . . . . . . . - . - Joe
irrigation customers in a poor case is not bmndmg on a determlnatlon in thls case. The Company

25 8
' '° *' Pacific Life Bri¢f at 4-6.

[102 Staff' Reply Brief oz 11.

'1 : :no Pacific Life Brief at 6.
'S I 805/¢i

8 I
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2

3

4

5

6

7

also argues that Decision No. 68176 is not dispositive on the issue, and that Pacific Life offers no

reason that the Company could not again raise the issue in this rate case for Commission

consideration based on fair treatment of all its customers and to promote consewationwé

Pacific Life argues that without a cost» of-service study, there is no evidentiary basis to

increase rates for one crass of customers more than for another customer class.3°7 The Company I

disagrees, stating that it is not requesting a change to its rate design in this case, but is seeking to l

address what appeared to be an anomaly in its rate design, given the Commission's decision to adopt

8

9

10

12 l
13

14

15

16

17

18

Staffs proposed inverted tier rate design in the last rate case for the purpose of promoting

conservation.308 The Company contends that Pacific Life's assertions concerning the need for a cost

of service study are unsupported and irrelevant, because the Company's current rate design is not

based on a cost of service study. Staff contends that because the Company's proposed rate design is

not different than the one approved in its last rate case, a cost of service study is not required.309

Pacific Life argues that the Company admits that test year revenues reflect that irrigation

customers have already been successful in ccnsewing water, and that "[t]here is no evidence that

further conservation is needed, or even wise."310 The Company states that it is proposing to raise the

rate structure for Irrigation and Construction water because the current rate design is inconsistent

Mth and contrary to the premise of the inverted tier rate design adopted in Decision No. 68176 to

promote water conservation.311 The Company believes the Commission should consider whether it is
I

! 19 appropriate to impose inverted tier rates on residential and commercial customers, while allowing

20 i Irrigation and Construction water customers to purchase potable water for landscape irrigation at a

21 E rate that is substantially below the first tier commodity rate applicable to other customers.3'2

22 2 We agree with the Company that the current rates for potable irrigation water are inconsistent

23 1 with and contrary to the premise of the inverted tier rate design adopted in Decision No, 68176 to

The disparity between. the commodity rate for liTigation and

I
|

I

L

26 ,
5 so

27 i

24 : promote water conservation.

! _
25 ' `  "

. we CompanyReply Brief at21.
'°' Pacific Life Reply Briefaz 1-3.

: '"' Ni
. ld.

inc Life Brief al 6-8; Pacific Life Reply Brief at z.
"" Company Reply Brief at 22-
312Id28

r

i
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1 Construction water customers and other customers needs to be addressed, and the rate designs

2

3

4

5

6

7

8

proposed by the parties fairly address the issue. While we are cognizant of the fact that bringing the

Irrigation and Construction commodity rates closer to those for other customers will affect golf

courses and other customers who purchase potable water for turf and landscape purposes and

construction, we find that a correction to the rate design approved in Decision No. 68176 is in order.

We will adopt the parties' proposals to charge Irrigation and Construction water customers the

monthly minimum charges by meter size and a flat commodity rate equal to the first tier commodity

rate for other commercial and industrial customers.

9 B. Low Income Tariff

10 Staff states that the Cammissiun has approved low income tariffs for a number of utilitif:s, and

. . . . 11
llwlth the recent downturn in our economy, there is an even greater need for these types of tar1ffs,3 'I

12 §The.Company has proposed a low income tariff to provide an opportunity for those customers that

13 need assistance to lower their cost of water utility service. The Company proposes that customers

14 meeting the necessary qualifications would receive a 15 percent discount off their water bill?" The I

15
I

I 16

17

primary criteria would be based on the combined gross annual income of all persons living in the

household. For example, a 4-person household with a total gross annual income of less than or equal

to $31,800 would meet the crileria.315 Customers would sign up for the program by completing an

I

18 'application and eligibility declaration and submitting proof of income to the Companyu' The

19 income guidelines are based on 150 percent of the 2008 federal poverty guidelineam The Company

20 _would update its gross annual household income limits annually.318

21 The program costs (the discounts given to participants plus a 10 percent fee for administration

22 and carrying costs) would be recovered from non-participants via a commodity surcharge d The

23 HCompany would maintain a balancing account to keep track of the program costs and The collections

24 Hmade from non-participants, and the commodity surcharge to non-participants would begin one year

25

I
I

I
I

I

an StaffReply Br.at 13.
26 | 214 Supplemental Rebuttal Testimony of Company witness Thomas J. Bourassa (Exh. A-6) at 2.

.-Isld
mf-= ld.

27 I an id

ms ld at 3.

31§» Ia:28
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1 tier the program begins.32°  CCWC will track the program costs for 12 months, and upon completion

I

2 of the 12 month period, the Company will compute a surcharge intended to collect the prior year's

3 program costs over the next 12 months.32l CCWC would submit an annual report to the Commission

4 showing the number of participants for the year, the discounts given to participants, administration

5 fee and carrying costs, and the collection made from non-participants through the surchargenl

6 Based on the existing bill for median usage on a 3/4-inch meter currently at $24.94, the low income

7 program would result in a reduction of" $3,74.32} The surcharge impact for non-participants, based on

8 the 2006 gallons sold, would be about 4 cents on the average 3l4~inch customer bii1."4

9 Staff recommends that the Company's low income tariff proposal be adopted.3z5 Staffs

10 E recommen® tion is reasonable and will be adopted, We will direct the Company to file, along with

1 I . the tariff of rates and charges approved herein, a copy of the Low Income Tariff it provided with its

12 brief and reproduced and attached hereto as Exhibit A, and to implement the Low Income Tariff as

13 described in the Supplemental Rebuttal Testimony of Company witness Thomas J. Bourassa (Exp. A-

14 6). I

15 C. Delay Surcharge Request

16 The Company proposes on brief that a "surcharge for delay" should be imposed on its

17 | customers to allow it to recover revenue increases it did not recover during the six-month stay of

1
4

18 proceedings in this case granted at Staffs request pending the outcome of the Remand Proceeding.326

19 The Company requests that the surcharge include "appropriate conying cos1$."327 The Company

20 .contends that it should be compensated both for that delay and for the additional delay caused by

21 Staffs decision to bring in an outside consultant three days prior to the hearing, and the subsequent

22 bifurcation of the hearing to hear cost of capital issues separately from the other issues.328

Staff responds that while there were delays in this case, CCWC has not demonstrated, other23

24

25

26

27

28

3*°  rd.
321 M

322 Id at 4,
12: ld at 5.
324 ML at 6.
ans Staff Brief at 14.
° 2" Company Brief al 26-27.
327 ld.
328I d
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1

2

than by :he assertions made on brief, any harm that should be meliomWd 329 Staff contends that

delays can be common in rate cases where die issues are complex, and that the Company's ratepayers

3 should not bear the burden of the de1ays.330 Staff argues that the surcharge proposed by the Company

4 is not supported by the record and it should therefore be rejected.33I

After the parties made their arguments on the appropriateness of Staffs requested suspension

6 of the Commission's Time Clock Ru1e332 in this matter, a Procedural Order was issued in this case on

5

7 January 22, 2008. The January 22, 2008, Procedural Order outlined the parties' positions and the

8 consideration of the issue, and ultimately found that the doing of this rate case, in conjunction with

9 the uncommon nature, and the timing. of the Remand Proceeding that was pending at the time, I

10 ,consulutcd an extraordinary circumstance, pursuant to A.A.C. R14-2-lG3(B)(ll)(e)(3i), requiring

I I suspension of the Timeclock Rule. The January 22, 2008, Procedural Order called for the hearing to

12 icuntinuc in this proceeding as soon as practicable following the Commiss.ion's final order in the

13

14

Remand Proceeding, and directed the panics to continue to conduct discovery andcasepreparation to

the greatest extent possible during the duration of the continuance in order to minimize any delay in

15 implementation of new rates pursuant to this application.

16 We agree with Staff that the Company has not demonstrated the "injury due to this delay" it

17 ! alleges on brief. Neither has the Company quantified the extent of the alleged injury. The delay was

18 =necessary to resolve the issues in the Remand Proceeding, which directly affects this case. We agree
I

I
19

20

21

with Staff that under the circumstances of this case, the Company's ratepayers should not be asked ro

bear any additional burden due to the cxuaordinary circumstances that led to the suspension of the

Timeclock Rule in this proceeding, and will deny the Company's request.

* * **K * * * 4= * *22
1

23 i

I

Having considered the entire record herein and being fully advised in the premises, the

24 a Commission Ends, concludes, and orders that:

25 1 l l

26 1.
:JW StateReply Brief at 6-
..939 Id_

. l d
28 1 Hz A.A.c. R14-z-103(B)(1l).

77
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1 FINDINGS OF FACT

2 On September 26, 2007, CCWC filed a rate increase application with the Commission

3 based on a test yearended December 31, 2006.

1 |

4 2. On October 26, 2007, the Staff filed a letter Ending the application sufficient and

6

5 classifying CCWC as a Class A utility.

3. By Procedural Order issued November 30, 2007, a hearing was set on the application

7 to commence on July 8, 2008, associated proceduraldeadlines were set, and intervention was granted

8 to Rico.

9; On December 7, 2007, the Company filed a Request to Modify Procedural Schedule in

'| which the Company requested a continuation of the hearing due to a conflict on the part of counsel.

1 I A telephonic procedural conference was held on December 13, 2007, for discussion of

ml

12

13

the need for an extension of the deadline for a Commission Decision in this matter pursuant to

A.A.C. R14-3~I03(B)(l l) (the Commission's "Time Clock Rule") in conjunction with the

14

15

Company's requested schedule modification

6. An Amended Rate Case Procedural Order was issued on December 19, 2007,

16 continuing the hearing on this matter from July 8, 2008, to July 21, 2008, and wntinuing associated

17 procedure deadlines.

[8 I 7.

19 8.

On January 3, 2008, Staff Filed a Motion to Suspend Time Clock.

On January 8, 2008, CCWC tiled its Response in Opposition to the Motion Io Suspend

20 Time Clock.

21 On January 10, 2008, RUCO filed its Response to the Utilities Division's Motion to
l.
i
I

22 Suspend Time Clock.

10. On January 14, 2008, Staff filed its Reply to Company's Response to Staff's Motion
| .

I

23 =:

24 to Suspend Time Clock.

I I . On January 22, 2008, a Procedural Order was issued granting Staffs Motion to

26 Suspend Timeclock. The Procedural Order continued the hearing pursuant to the Time Clock Rule,

25

27 and ordered that the hearing would be reset to coMinue as soon as practicable following the

28 .| Commission's final order in Docket No. W-02ll3A-Q4-0616, the remand of Decision No. 68176
I

i

4.

5.

9.
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1 l(September 30, 2005), a pending matter in which the rates of CCWC were also being considered.
|.

2 The Procedural Order directed all parties to continue to conduct discovery and case preparation to the
I

3 greatest extent possible during the duration of the continuance, in order to minirnim any delay in

5 12.

4 implementation of new rates pursuant to the application.

On January 24, 2008, the Company filed a Motion for Reconsideration by the

6 Commission of Procedural Order Staying Rate Application.

On January 28, 2008, Staff filed Staffs Response to Chaparral City Water Company's

8 Motion for Reconsideration.

'7I 13.

9 On June 30, 2008, a Recommended Opinion and Order for Commission consideration

1.0 was filed in Docket No. W-02113A-04-0616.

14.

11 15. On July `7, 2008, the Company tiled a Notice (ff Implementation of Interim Rates

I
12 Pursuant to A.R.S. §40-256_

I
I

13 16. On July 8, 2008, RUC() tiled its Opposition to the Company's Implementation of

14 interim Rates and Motion to Prohibit the Company from Implernentinglnterim Rates.
;=

15 I On July 11, 2008, the Company filed a Notice of Postponement of Implementation of]7.

1

17 18.

18

19

20

21

16 Interim Rates Pursuant to A,R.S. §40-256.

On July 16, 2008, Staf f  f i led Staf fs Response to the Company's Notice of

Implementation of Interim Rates Pursuant to A.R.S. § 40-256 and Notice of Postponement. Therein,

Staff stated that it would oppose an attempt by the Company to notice and implement a rate increase

without an order by the Commission. Staff included legal arguments in support of its position, and I

requested that a procedural conference be scheduled to address the issues raised by the Company's

22 notices regarding interim rates.

23 " 19. On July 17, 2008, at an Open Meeting of the Commission, :he Commission voted to

24 adopt, as amended, the Recommended Opinion and Order filed in Docket No. W-02113A-04-0616

On July 18, 2008, a procedural order was issued setting a procedural conference for . -

28 the purpose of allowing the parties to discuss an appropriate procedural schedule, including the

25 .on June 30, 2008. The Commission subsequently issued Decision No. 70441 (July 28, 2008) in that

26 docket.

27 20.

57 DECISION NO. 71308

+ .
I



\ I
•

I

DOCKET no. W.02i 13A-07-0551

q4.

_.i

S 22. On July 24, 2008, a Second Amended Rate Case Procedural Order was issued,

1 resetting Of a hearing date so Mat the case could proceed as quickly as possible, and to discuss the

Company's filings regarding the implementation of interim rates.

.3 21. On July 21, 2008, the Procedural Conference was convened as scheduled. Counsel for

4 'the Company, RUCO and Staff appeared and discussed procedural deadlines for the filing of Staff

5 and intervenor direct testimony and also briefly discussed their positions regarding the Company's

6 Slings regarding implementation of interim rates. Counsel for RUCO withdrew its Motion to

7 Prohibit the Company from Implementing Interim Rates.

I

9 continuing the hearing date to commence on December8, 2008.

ll) 1 23. On September 4, 2008, the Company filed its Certification of Publication and Proof of

l Mailing, indicating that it provided notice of the hearing as required.

12 24. On September 8, 2008, the Company submitted a Notice of Filing requesting, as

in authorized in Decision No. 70441, recovery of the Company's rate case expense in connection with

14 the appeal and remand of Decision No.68176.

15 25. Also on September 8, 2008, the Company filed a Motion for Approval of Interim

16 Rates (Expedited Action Requested) .

17 26. On September 12, 2008, the Company filed a Request for Procedural Conference.

18 I 27, On September 23, 2008, Staff filed its Response to the Company's Motion for

19 Approval of Interim Rates.

l I

On September 23, 2008, RUCO filed its Opposition to the Company's Motion for

On September 26, 2008, by procedural order, Pacific Life's September 15,

I

I

I

a
4

20 . 28.

21 Interim Rates.

22 29. 2008,

23 Motion to Intervene was granted.

24 30. On September 30, 2008, the Company tiled its Reply in Support of MOtion for

25 '| Approval of Interim Rates (Expedited Action Requested).

26 31. On September 30, 2008- a Procedural Order Extending Filing Deadlines was issued,

27 granting Staffs request to extend the deadline for Staff and intervenor direct testimony to October 3,

28 2008, and extending the deadline for intervenor surrebuttal testimony to November 20, 2008.
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1

RUCO and Staff tiled direct testimony on September 30, 2008, and October 3, 2008,

2 = respectively.

3 33. On October  2 ,  2008,  the Com pany f i l ed i t s  Second Request  for  Procedura l

4 =Conference.

5 34.

6

7

On October 7, 2008, a procedural order was issued setting a procedural conference for

October 20, 2008, for the purpose of allowing the parties to discuss the Company's Motion for

Approval of Interim Rates,

A procedural conference was held as scheduled. The Company, RUC() and Staff

9 Lappcared through counsel. At the procedural conference, the Company stated that it wished to

10 proceed with the rate application in lieu at' the alterative option of suspending the rate proceeding in

8 35.

12

favor of prcrceeding to hearing on the Motion for Approval of Interim Rates.

36. On October 24, 2008, Staff filed a Notice o f Filing of Meeting on Settlement, and on

2
13 ; October 28. 2008, Staff filed a CorrectedNotice of Filing of Meeting on Settlement.

8
15 rebuttal testimony on November 19, 2008 .

in On October 31, 2008, the Company tiled its rebuttal testimony, and filed supplemental

16 On November 12, 2008, Pacific Life filed a Notice of Appearance of Counsel,

17 | indicating a change of counsel.

18 39. On November 20, 2008, RUCO filed surrebuttal testimony. An Errata thereto was

19 l filed on November 25, 2008.

On November 20, 2008, Staff filed surrebuttal testimony of two witnesses.

21 41. On November 21, 2008, Staff filed a Notice of Witness Substitution and Request for

22 | Procedural Order. Staff requested that it be allowed to tile substitute witness Mr. Parcel]'s surrebuttal

23 F testimony on cost of capital on December 3, 2008, and requested a date certain of December 15,

20 I 40.

24 l 2008, for Mr. Pa1ceII's live testimony.

25 42. On November 24, 2008, the Company f iled its Response objecting to Staffs

26 I November 21, 2008 Going.

27 43. On November 24, 2008, the Town of Fountain Hil ls t i led a public comment letter

28 ll requesting that the Commission not approve the Company's requested rate increase.

I

32.

38.

37.

59 DECISION NO. 71308 I



' u

DOCKET NO. W-02113A-07-0551

1 44.

2

On November 26, 2008, Staff tiled a Reply to the Company.

On December 2, 2008, a Procedural Order was issued granting Staffs request to tile

3 ' the sur-rebuttal testimony of its substitute witness on December 3, 2008, and indicating that the dates

45.

6 would be discussed at the prehearing conference scheduled for December S, 2008.

4 certain requested by Staff for presentation of its expert witness were not available for hearing, but

5 'i that a suitable schedule for proceeding with the parties' presentation of their cases on cost of capital

i

i 46. On December 3, 2008, Staff filed a Notice of Filing Surrebuttal Testimony of David

8 C. ParcelL

9 47.
I

On December 4, 2008, the Company filed rejoinder testimony. An Errata thereto was g

10 filed on December 5, 2008.

11 a 48. On December S, 2008, the prehearing conference was held as scheduled. The

12

13

14

Company, RUCO and Staff appeared through counsel. Pacific Life did not enter an appearance. The

Company stated an objection to Staffs substitute witness Pay° ce}I's profiled sunebuttal testimony, and

after discussion, Staff agreed to make a filing regarding Mr. Parcell's adoption of Staff witness

15 Chavez' testimony.

16

17 increase between August 20, 2008, and March 9, 2009.
I'

49. 24] written public comments were tiled in opposition to the Company's requested rate

M
18 50. On December 8, 2008, the hearing convened as scheduled. Prior to the presentation of

19

20

21

22

evidence, members of the public provided comments for the record. Conventers included Fountain

Hills Mayor Jay T. Schlum, Stephen Dausch, Marianne Wiggishoff, Richard V. Kloster, Richard

Bauble, Leona Johnston, Jerry Butler, Beth Mulcahy, and Ken Watkins. Commenters indicated a

concern that the proposed rate increase would affect homeowners in the Company's service area not

23 only by increasing indiv idual homeowners' water bil ls, but also by increasing community

24 .associations' water utility costs.333 Commenter Ken Watkins stated that he believes the Company's

25 i. rate proposal has an unfair effect on the Company's golf course <:ustomers.334
II

26 51 . The Company, RUCO and Staff appeared at the hearing through counsel. Pacific Life

27

28
33: Tr. at 6-28.

134 Tr. at 19-23.

7
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1 Hdid not appear. The Company, RUC() and Staff presented evidence and cross-examined witnesses on

2 ._ all issues with the exception of cost of capital and rate of return. The hearing was recessed in

! December 10, 2008, and was scheduled to reconvene on January 8 and 9, 2009, for the purpose of3

4 e taking evidence on the biiixmated issues of cost of capital and rate ofretum.

5 52. On December 9, 2008, Staff filed the portions of Pedro M. Chavez' direct testimony

I
6 adopted by David C. Parcels, and an Errata thereto was filed on December 15, 2008.

53 .7 On December ll, 2008, Pacific Life tiled a Motion for Leave to Present Testimony,

8 requesting leave to present testimony on the issue of the impact of the Company's proposed increase

0 ~l in irrigation rates.
I:

ll) i 54

IE

On December 16, 2008, the Company filed a Response to Pacific Life's Motion. The

l l Company opposed granting Pacific Life's request. The Company stated that the Motion was filed |

12 substantially beyond the deadlines set for preliled intervener testimony, after the prehearing

13 eonterence, and following the completion of the hearing on all issues with the exception of the

14

15

16

bifurcatecl cost of capital and rate of return issues. The Company argued that Pacific Life had not

provided a legitimate basis for its request to tile testimony at the late date, following the completion

of the parties' rate design witnesses' testimony, The Company further argued that the hearing had

17 already been delayed, and that allowing the requested untimely filing of rate design testimony would

19

18 prejudice the Company.

On December 17, 2008, RUCO filed its Response to the Motion. Therein, RUCO55.

20 requested that the current witness schedule not be disrupted, and stated that if Pacific Life's

21 testimony was allowed, RUCO reserved the right to present rebuttal testimony.

56. On December 17, 2008, Staff filed its Response to the Motion. Therein, Staff stated22

23

24

25 I

26 57

27 1

28

that it was not opposed to the filing of testimony by Pacific Life's proposed witness, but that it would

reserve the right to recall its witness on rate design. Staff filed an Errata to its Response on

December 18, 2008. I

On December 17, 2008, Pacific Life filed a Reply to the Company's Response to the

Motion. Pacific Life contended that presentation of the testimony of its witness would not delay this

case, because it was not asking to reopen the record, but wished to take advantage of an additional
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I hearing day that had already been scheduled .

2 58. On December 23, 2008, the Company filed supplemental rejoinder testimony on cost

3 of capital. An Errata thereto was tiled on December 30, 2008.

4 59. On December 24, 2009, a Procedural Order was issued denying Pacific Life's Motion,

5 finding that granting the Motion would require reopening the completed first segment of the

6 bifurcated hearing, resulting in a time delay and prejudice to the parties, and that Pacific Li Fe had

7 failed to avail itself of numerous opportunities to either conform to the same procedural schedule as

8 the other parties to this case,or to requestaccommodation in a timely manner.

9 60. On January S, 2009, Staff filed a Notice of Filing Regarding Investigation. The Notice

10 stated that the CPUC had contacted Staff regarding a CPUC investigation of Golden States,

l l affiliate of CCWC. The CPUC had alerted StatT that in the course of a CPUC investigation into

12 i Golden States, the CPUC had discovered information relating to CCWC that it thought would be of

13 interest to Staff. The Notice stated that staff was working with the CPUC on a confidentiality

14 'agreement that would allow Staff to obtain information from the CPUC regarding the investigation.

15 61. . On January 6, 2009, Staff tiled a Notice of Filing to which was attached a copy of a

16 November 15, 2007, complaint tiled in Los Angeles Superior Court against Golden States Water

17 Company, American States Water Company, et al.

18 62. On January 6, 2009, Staff filed proposed accounting order language for the treatment

19 of the deferred Municipal and Industrial charges related to the Company's 2997 CAP allocation

20 purchase.

21 63. On January 8, 2009, the hearing reconvened. The Company, RUCO and StatT

22 appeared, presented evidence, and cross-examined witnesses. The hearing concluded on January 9,

23 2009.

24 On January 13, 2009, RUCO tiled a response to Staffs Proposed Accounting Order.

On January 16, 2009, the Company filed its Final Schedules. On February 13, 2009,

26 the Company fi led a Notice of Errata that included corrected Final Schedules reflecting its tinal

27 11 position in this case regarding rate case expense.

28 I 66. On January 16, 2009, RUC() tiled its Final Schedules.

i
25 e

64.

65.
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1 67. On January 16, 2009, RUCO Filed a Notice of Errata with corrections to Hearing

2 4 Exhibits R-17 and R-18.

3

§

68.

4 69.

On January 21, 2009, Staff filed its Final Schedules.

On January 21, 2009, the Company filed its Response to Staffs Proposed Accounting

5 Order,

6 70. On January 21, 2009, the Company, Pacific Life, RUCO, and Staff tiled a Stipulation

7 to Extend Briefing Schedule.

On January 28, 2009, the Company, Pacific Life, RUCO, and Staff filed initial closing

9 briefs on all issues with the exception of cost of capital and rate of return.

8 71.

I
:

I
I

I
I

10 72. On January 29, 2009, Staff tiled a Notice of Filing. The Notice slated that on January

l l  a 12, 2009. the Company had provided responses to Staffs data requests related to the CPUC l

12 1 investigation of Golden States, and that based on the responses, Staff concluded that additional

13 discovery was necessary, and that Staff would continue to provide updates on the issue in this docket.

14 . On February 10, 2009, Staff filed a Motion to Compel requesting that the Commission

15 3 order the Company to promptly provide information requested by Staff related to the CPUC

73.

17 1
I

18 9 on .all issues with the exception of costof capitaland rate of return.

[6 investigation of Garden States,

74, On February 13, 2009, the Company, Pacific Life, RUCO, and Staff filed reply briefs

19 On February 13, 2009, the Company, RUCO, and Staff filed closing briefs on cost of

20 1 capital andrateof returrx.

76. On February 18, 2009, Staff docketed an update to its February 10, 2009, Motion to

22 . Compel. Staff indicated that Staff and the Company had agreed to extend the time period in which

23 9the Company has to respond, pending the outcome of ongoing negotiations to resolve the Motion to

21

24 Compel.

25 77. On February 27, 2009, the Company, RUC() and Staff tiled reply briefs on cost of

26 capital and rate of return.

I:
27 78. On March 4, 2009, the Company filed a Notice of Filing Late-Filed Exhibit. The

28 exhibit attached thereto is a rate case expense itemization spreadsheet showing a total for January

75.
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1 2007 - December 2008.
I

2 !
79. On June 3, 2009, a procedural order was issued directing Staff to file an update on its

3 eMotion to Compel and the progress made in its discovery related to the CPUC investigation of

|
4 Chaparral City Water Company's parent, Golden States Water Company, The procedural order

5 'directed Staff to include in the update a recommendation regarding an appropriate procedural means

6 'of addressing the CPUC investigation issue, including whether it should be addressed in this duckct.

7 3 The procedural order also directed the Company, Pacific Life, and RUC() to tile responses to Staff' s

8 iupdatc.

9 - (Jr June ll, 2009, Staff filed a Request for Extension of Time. Therein, Staff stated

10 8 that all three of the attorneys assigned to this case had time constraint conflicts with appellate matters

80.

1l .and settlement negotiations in other cases to which they are assigned that prevent them from meeting

12 the June 12> 2009 deadline.

13 . On June 12, 2009, the Company filed a Response in Opposition to Staffs Motion for

14 : Emersion of Time. The Company objected to Staffs request for a one-week extension of time

15 E because, according to the Company, the update is not needed. The Company argued that the Motion

81.

16 to Compel is moot because the Company provided all the documents Staff requested by mid-March,

17

18

19

20

I

I
21

2009. The Company stated that it had offered to stipulate to either (1) keep this docket open, pending

conclusion of Staffs review of the CPUC investigation documents and a determination of whether

any further proceedings or relief are warranted, or (2) to open a new docket for the same purpose, but

that Staff had not definitively responded to the stipulation offer .

On June 17, 2009, RUCO tiled a Response to StafFs Request for Extension of Time,

22 indicating support for Staffs request.

83. On June 17, 2009, a procedural order was issued granting a one week time extension

82.

24 for Staffs update,

84. On June 19, 2009, Staff f i led its Update and Reply to Chaparral City Water

Staff stated that ultimately, Staff and the Company had resolved their26 Company's Response,

27 discovery dispute through the execution of a protective agreement, upon which the Company

28 provided Staff with over 15,800 pages of documents. Staff stated that its investigation was ongoing,

23

25

i
I
I
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1 and that Staff had not yet determined whether the Company's activities rise to the level of

2 impropriety or wrongdoing or impact the Company's rates or this pending rate case. Staff stated that

3 it had retained an outside consultant to assist in Staffs review of the documents and to determine

4 whether any alleged improprieties have impacts for this rate case. Staff stated that it found the

5 | Company'§ stipulation proposal acceptable, as long as all parries acknowledge that rates could be

6 modified if the investigation yields circumstances which would warrant such action.
I

7 85.
I

On June 23, 2009, RUC() filed its Response to Staffs Update Regarding the CPUC

RUCO agrees that there has been insufficient time to review and analyze the8 Investigation.

I

I

9 documentation which the Company produced on March 10, 13 and 16, 2009. RUCO stated that ii

10 does not object mo having this matter proceed, but with the docket remaining open subject to y
| reconsideration in the event that the invmsdgation by Staff, RUCO, or the CPUC reflects impropriety

go, Chaparral or its parent, officersor employees.

13 86. On June 25, 2009, the Company filed a Response to Staffs Update. The Company

14 asserted that there is no reason to delay rate relief, and requested the issuance of a decision in this

16 87.

l?

15 matter as soon as possible.

It is reasonable to require Staff to file by January 15, 2010, with docket control, as a

compliance item in this docket, a report documenting its .review of the CPUC investigation

documents, and to require Staff to indicate in the report its findings and a recommendation regarding18
I

I

II

I
19

20

whether any iixrther proceedings or relief are warranted in this docket.

88. It is reasonable under the circumstances-to make the rates approved herein interim

21

22

rates subject to modification in the event the ongoing Staff investigation reveals the existence of

circumstances which would warrant such action.

89. Under the circumstances of this case, it is not reasonable or in the public interest toI
i 24 grant the Company's request for a "delay surcharge.

as

I
I

As discussed herein.. an appropriate and reasonable capital structure for the Company

26 is 24 percent debt and 76 percent equity. The cost of debt is 5.0 percent, and an appropriate and

90.

27 g reasonable cost of equity is 9.9 percent.
I

i

28 91. In the test year ended December 31, 2006, the Company experiminried Operating
I
I

I

I

I
|

23

25

12

5
I|

65 DECISION NO. 71308



-

s 1

\

1
.|
!

DOCKET NO. w-02113A-07-0551
I
I

I

1 Income of $943,181 on total revenues of$7,505,010 for a 3.52 percent rate of return on FVRB.

The Company requested rates that would result in total revenues of $l0,3571363, a92.

3 avenue increase of $2,852,353, or 38.01 percent. RUCO recommended rates that would yield total

4 irevcnues of $8,649,874, an increase of $1,144,864 or 15.25 percent. Staff recommended total

5 revenues 0f$9,350,843 an increase of$l,904,l43 or 25.57 percent.i

R
i

6 93. As discussed herein, the Company's FVRB is determined to be $26,776,414

7 94.

8 95.

A FVROR on FVRB of 7.52 percent is reasonable and appropriate.

The revenue increase requested by the Company would produce an excessive velum

9 on FVRB.

10 96. The Company's gross revenue should increase by $1,764,371 .

Under the Company's proposed rates, an average usage {8,400 gallons/month)

12 residential customer on a 3/4-inch meter would experience an increase of $10.90, approximately 34

97.

13 percent, from $32.28 per month lo $43.27 per month.

98.14 Under the rates adopted herein, an average usage (8,400 gailonsfmonih) residential

15

16

17

18

19
I

20

21 100.

22

23

customer on a 3/4-inch meter would experience a monthly rate increase of $5.14, approximately

15.88 percent, from $32.37 per month to $37.51 per month.

99. It is reasonable and in the public interest to eon'ect the rate design disparity for

irrigation customers adopted in Decision No. 68176 by charging Irrigation and Construction water

customers the monthly minimum charges by meter size and a flat commodity rate equal lo the first

tier commodity rate for other commercial and industrial customers.

The Company should be required to perform a monitoring exercise of its water system

as recommended by Staff, to docket the results by March it), 2010, and to comply with the filing

requirements recommended by Staff and ordered herein, in the event the reported water loss is greater

1¢ad/lag study in

24 1than 10 percent. In no case should water loss be allowed to remain at 15 percent or greater.

25 | 191. The Company should be required to perform and submit a

26 conjunction with its next rate application in order to meet the sufficiency requirements of that filing.

The property tax expense calculation methodology recommended by Staff is

28 l reasonable and should be adopted.

27 102.I
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I 103. Because CCWC acted prudently under the circumstances in its December, 2007, $1 .28

2 1 million purchase of the additional CAP allocation, the acquisition cost of the additional CAP

3 Idlocation should be included in rate base, classified as a plant-in-service component of Land and

4 !Land Rights, and not subject to amortization,

104. CCWC should be allowed recovery of fifty percent of the CAP M&I charges related to
I
I
I

I

5 1
6 i the additional CAP allocation, or $20,306,

i
7 105.

as an operating expense.

CCWC should be allowed to defer, for possible later recovery through rates, the other

8 Q fiiiy-percent of its costs, excluding any interest or other carrying charges, incurred for the annual
!

I
I
I
I

i
i

10

9 CAP M&I charges.

I 106. CCWC should be authorized to create a deferral account to accrue these charges

i I Q beginning on January I, 2008: which is the first time the CAP M&1 charges are applicable according

12 Ito the contract.

13 107.

108.

109.
I

I

The cost deferral authorization granted herein wil l  al low consideration of but not

14 1 guarantee recovery of these costs in future ratemakihg proceedings,

CCWC should be required to prepare and retain accounting records suff icient to

16 8 permit detailed review of all deferred costs in a rate proceeding.

17 CCWC's deferral authority is l imited to 48 months from January 1, 2008, unless

18 l Chaparral City Water Company, one. has a general rate case pending at the end of the 48 month

19

20

perice, in which case Chaparral City Water Company, Inc. may continue to defer these costs until

such rate case is concluded. Chaparral City Water Company, Inc. shall address the deferred amounts

21 recorded as of ninety days before the due date for tiling Staffs Direct Testimony in the rate case.

22

23

24

Any additional properly deferred amounts recorded after that date may be considered in subsequent

rate case(s).

HG. CCWC should be allowed to seek to include the accumulated deferred balance

25 associated with all amounts deferred pursuant to this Decision in the cost of slzwice for rate-making

26 'purposes in Chaparral City Water Company, Inc.'s next general rate case. Nodding in this Decision

27 3 shall be construed to limit this Commission's authority to review such balance and to make

ZN disallowances thereof due to imprudence, errors or inappropriate application of the requirements of

3

s

67 DECISION NO. 7 1 3 0 8

I

IN

n

11

I
5



4

DOCKET NO. W-02113A-07-0551

1 this Decision.

This Decision should not be construed 111 any way to limit this Comnlission's authority

3 to review the entirety of the acquisition and to make any disallowances thereof due to imprudence,

2

4 error or inappropriate application of the requirements of this Decision.

5 1. I 12. ADEO's formally delegated agent, the Maricopa County Environmental Services

6

7

Department ("MCESD") has determined that the CCWC drinking water system, PWS #07~017, is

currently delivering water £ha1 meets quality standards required by the Arizona Administrative Code,

8 Title 18, Chapter 4.

1_ 13.9 The Company's service territory is within the Phoenix Active Management Area
l

10 '("AMA"), and the Arizona Department of Water Resources ("ADWR") has reported that the

11

13

Company is in compliance with its requirements governing water providers.

i 14. The Company has no delinquent Arizona Corporation Commission compliance issues.

The Company has an approved curtailment plan tariff that became effective on115.

14 October l, 2005.

15 116. The Company has an approved backflow prevention tariff that became effective on

16 October 1, 2005.

17 117.

I
I

The Company should be required to use, on a going-forward basis, the depreciation

18 rates set forth at Table J-l of the Engineering Report attached to the Direct Testimony of Staff

19 witnessMarlin Scott, Jr.

20 CONCLUSIONS OF LAW

21 CCWC is a public service corporation pursuant to Article XV of  the Arizona I

22 g Constitution and A.R.S.

23 91

§§40-250 and 40-251.

The Commission has jurisdiction over CCWC and the subject molter of the

24 application.

25 3. Notice of the proceeding was provided in conformance with law.

4. The fair value of CCWC's~rate base is $26,T16,414: and applying a 7.52 percent fair26

27 'value rate of return on this fair value rate base produces rates and charges that are just and reasonable.

The rates and charges approved herein are reasonable.28
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I

I

I Administrative notice is taken of the 'complete record of Docket No. W-02113A-04

2 0616.

T.3 | It is reasonable to require Staff to file by January 15, 2010, with docket comma, as a

4 i compliance item a report documenting its review of the CPUC investigationin this docket,
I

5

6

7

documents, and to require Staff to indicate in the report its findings and a recommendation regarding

whether any further proceedings or relief are warranted in this docket and when interim rates become

permanent.

8 8_ It is reasonable under the circumstances to make the rates approved herein interim
I
i

9 I rates subject to modification in the event the ongoing Staff investigation reveals the existence of

I

I

r
10 3. circumstances which would warrant such action.

11 It is reasonable and in the public interest to require the Company to perform a

I

16

12 monitoring exercise of its water system as recommended by Staff, ro docket the results by March 10,

13 2010, and to comply with the filing requirements recommended by Staff and ordered herein, in the

14 event the reported water loss is greater than 10 percent. It is reasonable and in the public interest to l

15 'require that in no case shall water loss be allowed to remain at 15 percent or greater.

It is reasonable and in the public interest to adopt the property tax expense calculationto.

I

17 methodology recommended by Staff

18 11. It is reasonable and in the public interest to allow CCWC to defer fifty percent of the

19 CAP M&I charges subject to the requirements and conditions set forth herein.

20 It is reasonable and in the public interest to require CCWC to perform and submit a

2] Ieadflag study in conjunction with its next rate adjustment request application in order to meet the

12.

22 sufficiency requirements of that tiling.

23 i 13. it is reasonable and in the public interest to correct the rate design disparity adopted in

24 Decision No. 68176 by charging Irrigation and Construction water customers die monthly minimum .
I

25 charges by meter size and a flat commodity rate equal to the Erst tier commodity rate for other

26 commercial and industrial customers.

27

Qs I

ORDER

IT IS THEREFORE ORDERED that Chaparral City Water Company, Inc. is hereby
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1 authorized and directed to file with the Commission, on or before October 15, 2009, the following

2 i schedules of rates and charges, which shall be effeclive for all service rendered on and after October

3 15, 2009:

4

MONTHLY USAGE CLLARGE:
5

6

7

$

8

9;
mi

3/4" Meter
1" Meter

t Va" Meter
2" Meter
3" Meter
4" Meter
6" Meter
8" Meier

10" Meter
12" Meter

16.50
27.50
55.00
88.00

176.00
275.00
550,00
880.00

1,265.00
2,365.001 1

12 Fire Hy-:lrants Used tr Irrigation Per Meter Size
I

Irrigation and Construction Per Meter Size

14 1

15

16

17 3
!

18

Monthly Service Charge for Fire Sprinkler
4" or smaller Meter
6" Meter
8" Meter

l()" or larger Meter

10.00

10.00
10.00
10.00

I

19

20

21 $2.19
2.65
3.15

I

27

23

24

25

2.65
3.15

2.65
3.15

27
2.65
3.15

co1ylmoD1Ty RATES
Per 1,000 Gallons
(Residential, Commercial, Industrial)
3/4-inch Meter Residential

0-3,000 Gallons
3,001 .... 9,000 Gallons
Of Er 9,000 Gallons

3/4-inch Meter - Commercial and Industrial
0 - 9,000 Gallons
Over 9,000 Gallons

1-inch Meter
0 Io 24,000 Gallons
Over 24,000 Gallons

26 l l 1/2- inch Meter
0 to 60,000 Gallons
Over 60,000 Gallons

2~inch Meter28 I

13

I
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1
2.65
3.15

2 2.65
3.15

2.65
3.15

2.65
3.15

2.65
4

3

4 .

5

6

7

8

9 I

10

"l
_I *

11 ..
.I

12 I

0 to 100,000 Gallons
Over 100,000 Gallons

3-inch Meter
0 to 225,000 Gallons
Over 225,000 Gallons

4 - inch Meter
0 to 350,000 Gallons
Over 350,000 Gallons

6-inch Meter
0 to 725,000 Gallons
Over 725,000 Gallons

8 - inch Meter
0 to 1,125,000 Gallons
Over 1,125,000 Gallons

10 -inch Meter
0 to 1,500.000 Gallons
Over 1,500,000 Gallons

12 - inch Meter
G to 2,250,000 Gallons
Over 2,250,000 Gallons

2.65
3.15

2.65

15

16

17

Irrigation and Construction /Bulk --
All Gallons
Fire Hydrant Irrigation/Construction -
All Gallons
Standpipe (Fim Hydrants) .- All Gallons
Fire Sprinklers - All Gallons

2.65
2.65
2.65

SERVICH IARGES:

$25.00
35.00

*

I

18

19

20

21

22

23

24

25

26

35.00
50.00
35.00
Crust

I

$25.00
25.00

1.5% per month
1.5% per month

Refer to charges above

27

28 I

Establishment of Service :
Regular Hours
After Hours

Reestablishment of Service (within 12 months)
Reconnection of Service (Delinquent):

Regular Hours
After Hours

Water Meter Test (If Correct)
Water Meter relocation Ar Customer Request
(Per ACC Rule 14-2-405(B»
Meter Re-Read (If Correct)
NSF Check Charge
Late Fee Charge
Deferred Payment Finance Charge
Service Call - After Hours
(Per ACC Rule 14-2-403(D})
Deposit Requirements Residential

* *

13
14 I
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1
Deposit Requirements Non-Residential
Deposit Interest

* *

***

2

3

4

* Monthly Minimum times Months Disconnected
From the Water System

(Per A.A.C. Rule 14-2-403(D))
* *Residential - two times the average bill.

ANna-residential - two and one-halftimes the
estimated maximum bill.

6
***Interest per (Per ACC Rule 14-2-403(B)).

4 7

8

I

9

10

l l

OFF;SlT_E FACILITIES H_QgK-u_p FEE:
5f8" x 3/4" Meter

3/4" Meter
Is: Meter

1 li'T'" Meter

2" Meter
3" Meter
4" Meter
6" or Larger Meter

****

****

****

**$*

=$=H'**

* * * *

= r * * *

**=v*

13
* * * *

14

15

16

17

The fee shall be variable, fixedonJanuary I of each calendar year, computed by
dividing $369,404.50 by the number of hook-ups during the previous calendar
year. However, in no event shall the hook-up fee be higher than $1,000 nor less
than $500.
2006 filing - New water installations. May be assessed only once per parcel,
service connection, or lot within a subdivision. Purpose is to equitably
apportion the costs of construction additional off-site facilities to provide water
production, delivery, storage, and pressure among all new service connections.

J

18
SERVECE LINE AND METER lN§T.ALLATION CHARGES;

19

20
s

2]

22

5/8" x 3/4" Meter
3/4" Meter
1" Meter

I-1/2" Meter

23

24
I

25

26

27

2" Turbine
2" Compound
3" Turbine
3" Compound
4" Turbine
4" Compound
6" Turbine
6" Compound
8" or Larger

ServiceLine
Charge
385.00
385,00
435.00
470.00
630.00
630.00
805.00
845.00

19 170.00
1,230.00
1,730.00
1,770.00
At Cost

Meter Charge
$ 135.00

215.00
255.00
465.00
965.00

1,690.00
1,470 00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

Total Chafae
$ 520.00

600.00
690.00
935.00

1,595.00
2,320.00
2,275.00
3, 110.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

28
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In addition to the collection of regular rates, the utility will collect
from its customers a proportionate share of any privilege, sales, use
and franchise tax. Per Commission Rule 14-2-408(D)(5).

3
I

4

All advances and/or contributions are to include labor, materials,
overheads, and all applicable taxes, including all gross-up taxes for
income Yates, if applicable.

5 [T IS FURTHER ORDERED that the Low Income Tariff attached hereto as Exhibit A is

6 'hereby adopted and shall be included with the tariffs filed in accordance with the Ordering Paragraph

7 above.

9 .3 parties' review of the California Public Utilities Commission investigation documents.

3 IT IS FURTHER ORDERED. that this docket shall remain open, pending conclusion of the

w IT IS FURTHER ORDERED that the rates approved herein are interim rates subject to

ll i modification in the event the ongoing Staff investigation related to the California Public Utilities

12 Commission investigation documents reveals the existence of circumstances which would 'warrant

13 such action.
i
i
I

14 IT IS FURTHER ORDERED that Staff shall t`1le by January 15, 2010, with Docket Control,
I

15 as a compliance item in this docket, a report documenting its review of the CaliforniaPublic Utilities

16 Commission investigation documents. The report  shal l  indicate Staf fs f indings and a

18

17 e recommendation regarding whether any further proceedings or relief are warranted in this docket.

IT IS FURTHER ORDERED that the property tax expense calculation methodology

19

20

recommended by Staff is hereby adopted

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. shall begin a 12-

21 : monthmonitoring exercise of its water system after the Company completes its own Central Arizona

22 Project water meter installation, and shall docket the results of the system monitoring as a compliance

73 item in this case by March 1, 2010. If the reported water loss for the period from February 1, 2009

1

2-4 |through February 1, 20]0 is greater than 10 percent, the Company shall prepare, and tile, by April 30,

25 12010. as a compliance item for this proceeding for review and certification by Staff, a report

26 containing a detailed analysis and plan to reduce water loss to 10 percent or less, or alternatively, if

27 the Company believes it is not cost effective to reduce water loss to less than 10 percent, the

28
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l Company shall submit a detailed cost benefit analysis to support its opinion. In no Casi: shall water

2

3

loss be allowed to remain at 15 percent or greater.

[T IS FURTHER ORDERED that because Chaparral City Water Company, Inc. acted

4 prudently under the circumstances in its December, 2007, $1.28 million purchase of the additional
I

5 Central Arizona Project allocation, the acquisition cost of the additional allocation should be included

6 lim rate base, classified as a plant-in-service component of Land and Land Rights, and not subject to

7 gamorlizalion 4

8 IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. shall be 811owed

9 'recovery of fifty percent of the Central Arizona Project Municipal and Industrial charges related to

10 the additional Central Arizona Project allocation, or $20,306, as an operating expense in this case.

11 IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. is hereby authorized

12 Ito defer, for possible later recovery through rates, the remaining fifty-percent of its costs, excluding

13 4 any interest or other carrying charges, incurred for the annual Central Arizona Project Municipal and

14 Industrial charges, and absolutely nothing in this Decision shall be construed in any way to limit this
i
I
I

15 Commission's authority to review the entirety of the acquisition and to make any disallowances

16 thereof due to imprudence, error or inappropdatc application of the requirements of this Decision.

17 ' IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. is authorized to create

18

19

20

21

22

a deferral account to accrue the authorized deferral charges beginning on January 1, 2008, which is

Qthe first time the Municipal and Industrial charges are applicable according to the contract.

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc, shall prepare and

retain accounting records sufficient to permit detailed review, in a rate proceeding, of all deferred

costs recorded as authorized above.

23 IT IS FURTHER ORDERED that the cost deferral authorization granted herein will allow

1 24 |- consideration of, but not guarantee recovery of these costs in future ratemaking proceedings.

25 IT IS FURTHER ORDERED that Chaparral City Water Company, Inc.'s deferral authority is

26 : limited to 48 months from January I, 2008, unless Chaparral City Water Company, Inc. has a general

27 rate ease pending at the end of the 48 month period, in which case Chaparral city Water Company,

28 l Inc. may continue to defer dmese costs until such rate case is concluded. Chaparral City Water
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1

I
I

I

2

3

4

5

6

I 7

8

Company, Inc. shall address the deferred amounts recorded as of ninety days before the due date for

filing Staff"s Direct Testimony. Any additional properly deferred amounts recorded after that date

may be considered in subsequent rate case(s).

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. may seek to include

the accumulated deferred balance associated with all amounts deferred pursuant to this Decision in

the cost of service for rate-making purposes in Chaparral City Water Company, [nc.'s next general

rate case. Nothing in this Decision shall be construed to limit this Commission's authority to review

such balance and to make disallowances thereof due to imprudence, errors or inappropriate

9 application of the requirements of this Decision.

IT IS FURTHER ORDERED that Chaparral City Water Company, Inc. shall perform and

l l submit a lead/lag study in conjunction with its next rate adjustment request application in order to

12 meet the sufficiency requirements of that filing.

10

13

14

15

I
16

17

18

19

20

21

25
I

28

243 .

i

3
268

s

27

28
l
I
l I
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l 'IT IS FURTHER ORDERED that administrative notice is hereby taken in this docket of the

I
|
i

2 ll complele record oflDocket No. W-02113A-04-0616.

3 IT IS FURTHER ORDERED that this Decisionshall becomeeffective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

I

4
:

5 g
I

6 37 iETI4T2$§T1NMT€i.""- _ 4
4.wa/»

COMMISSIONER

8 .

91~f51,

ml
~» u'5MTv11§s n éi i C<TMMISS1ONER

12

18

IN WITNESS WI-IEREOF, I. ERNEST G. JOHNSON.,
Executive Director of the Arizona Coxporaiion Commission.
havehereunto set my hand and caused the official seal of the |
Commission to be affixed at the Capitol, in the City of Phoenix, |
this 48&-0f_,_:,c4r,,/, .. '

2191*
2009.

_.r

14
W !

r
I
I

16

R. G. JO |
EXECUTIVE DIRECTOR I

I

I

18 I
E
I

\

1  T19 IIDISSLN

20

I

l
\

25

26 '

I

27

28 'i
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1 SERVICE LIST FOR' Cl-lAPARRAL CITY WATER COMPANY, INC.

W-02l13A-07-055 l2 IDOCKETNO.:

3

4
Norman D. James
Jay L Shapiro
PENN EMORE CRAIG
3003 North Central Avenue, Suite 2600
Phoenix, AZ 85012-2913

I Attorneys for Chaparral City Water Company

S

6

7 Daniel W. Pozcfsky, ChieflCounseI
RESIDENTIAL UTILITY

8 CONSUMER OFFICE .
1110 West Washington Street, Suite 220

|I P]'\iJC-'Ì liX, AZ S5007-2958

10 8

I l

12

13

\

Phil Green
OB SPORTS F/B MANAGEMENT
(EM), LLC
Pacific Life Insurance Company
db Eagle Mountain Golf Club
7025 EastGreenway Parkway, Suite 550
Scottsdale, AZ 85254-2 I59

Craig A. Marks
CRAIG A. MARKS, PLC
10645 North Tatum Boulevard
Suite200-676
Phoenix, As 85028

17

18

19

20

\

Janice Alward, Chief Counsel
Robin R. Mitchell, Staff Attomey
Legal Division
ARIZONA CORPORATIONCOMMISSION
1200 West Washington Street
Phoenix, AZ 85007

I

21

22

Steve Oleo. Director
Utilities Division
ARIZONACORPORATION COMMISSION
1200 West Washington Street
Phoenix, AZ 85007

23

24

I

I
3

26 I

27

28

I
I
I
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EXHIBIT A

CHAPARRAL CITY WATER COMPANY {CCWC}
ALTERNATE RATES FOR WATER (ARWI

DOMESTIC SERVICE -. SINGLE FAIL4tLY ACCOMMODATION

APELICABILITY

Applicable to residential wafer service for domestic use rendered to low-income households where the
customer meets all the Program QualiMzations and special Conditions of this rate schedule,

TERRITORY

Within all Cuslnmer Service Areas served by the Company.

RATES

Fifteen percent (15%) discount applied to the regular filed tariff.

PROGRAM QOALIF1C8TLQNS

1.

2.
3. 4

s.
5.

The CCWC bill must be in your name and the address must be your Primary residence or you must be a
tenant receiving water service by a sub-metered system in a mobile home park.
You may not be claimed as a dependent on another person's tax velum.
You must reapply each time you move.
You must renew your application every two years, or sooner, if requested.
You must notify CCWC within 30 days if you become ineligible for ARW
Your total gross annual income of all persons living in your household cannot exceed the income levels
belows

Effect ive Detober 15,  2009

No. of Person Total Gross
In Household Annual Income

4

1 $15,600
2 2 t , 000
3 25,400
4 31,BDO
5 37,200
s 42,500

For each additional person residing in the household, add
$5,400.

1
(Continued)

4.
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For the purpose of the program the "gross household income" means all money and noel cash benefits. available
for living expenses, from all sources, both taxable and non taxable. before deductions for all people who live in
my home. This includes, but is not limited Io:

Wages or salaries
Interest or dividends from:
Savings accounts, stocks or bonds
Unemployment benefits
TANF(AFDC)
Pensions
Gilts

Social Security, SSL SSP
Scholarships, grants, or other aid

used for living expenses
Disability payments
Food Stamps
Insurance settlements

Rental or royalty income
Profit from self-employment
(IRS folTrl Schedule C, Line 29]

Worker's Compensation
Child SjJppDf1
Spousal Support

SPECIAL CONDITIONS
I

I

.

I Application and Eligibility Declaration: An Application and eligibility declaration on a form authorized by the
Commission is required for each request lot service under this schedule. Renewal of a customer's eligibility
declaration will be required, at least. every two years.

Commencement of Rate: Eligible Customers shall be billed on this schedule commencing with the next
regularly scheduled billing period that follows receipt of application by the Utility.

3. Verification: information provided by the applicant is subject to verification by the Utility. Refusal or failure of
a customer to provide documentation of eligibility acceptable to the Utility, upon request by the Utility, shall
result in removal from this rare schedule.

Notice From Customer It is the customer's responsibility to notify the Utility if there is a change of eligibility
stains.

5. Rebillingt Customers may be re-billed for periods of ineligibility under the applicable :ale schedule.

Mobile home Park and Master-metered: A reduction will calculated in the bill al mobile home park and master-
metered customers, who have submetaed tenants that meet Me Income eligibility criteria. so 8r'I equivalent
discount (15%) can be passed through to eligible wslort1er(s}.

6.

4.

2.

1.

Page 2 of 2
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1 1. Intraductioq.

2

3 Q- Please state your name, occupation and business address.

4 A.

5

6

7

My name is Gregory A. Barber. I am employed as Senior Vice President and Chief

Financial Officer by Global Water Management, LLC. My business address is 21410

North 19'" Avenue, Suite 201, Phoenix, Arizona 85027. For the purposes of this

testimony, "Global Water", "Global Utilities", "Global Prent" and "Global

Management" have the same definitions given in Mr. Hill' s testimony.8

Q- Please summarize your work experience and qualifications.

9

10

11 A.

12

13

14

15

16

17

18

Shave extensive, senior level experience in corporate finance, including responsibility for

SEC reporting, budgeting, forecasting, cash management and internal controls. Shave

previously served as an executive of several large, publicly traded companies. From

2006 to 2008, I served as Vice President, Chief Accounting Officer and Controller of

Rura1fMetro Corporation. Rural.llvIetro provides medical transportation services to sNore

than 400 communities, and is a public company headquartered in Scottsdale, Arizona.

My responsibilities 'included full responsibility for internal and external reporting. I also

directed the company-wide payroll function for approximately 8,000 employees and the

company-wide accounts payable function for approximately 15,000 invoices per month.19

20

21 Before that, from 1998 to 2006, I served in several executive or management positions

22

23

24

for Giant Industries, Inc. Giant is a $4.5 billion per year public company headquartered

in Scottsdale, Arizona. While at Giant, my final position was Vice President, Chief

Accounting Officer and Assistant Secretary. In that position, Iras responsible for all

financial statements, SEC reporting, SEC compliance, and Sarbanes-Oxley compliance.25

26

27

1

I
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1 From 1988 to 1998, I served as an executive for several businesses 'm New Mexico. Prior

2 to Thai, I sewed as a Staff Accountant at two public accounting firms, including the

3 predecessor to KPMG. I hold a bachelor's of business administration in accounting and

finauciad management, from the University of New Mexico. I am a Certified Public

Accountant Iicens ed in Arizona.

4

5

6

7

g A.

.Q. What topics do you cover in your direct testimony?

9

10

11

I address the following topics:

describe our cost allocation system.

I sponsor may of our rate case schedules .

I testify in support of our test year rate base, expenses and revenue.

I provide the cost of debt for the Global Utilities.

II. Cost Allocation.

A. Corporate and Regional Structure.

12

13

14

15

16

17

18

19

20

21

Q. Can you explain the general functions and operations of Global Parent, Global

Management and GWI?

22

23

24

25

26

2'7

Global Water Resources. LLC (Global Parent)

Global Parent employs the executive staff. Global Parent is responsible for the long-term .

strategic planning and management of our Infrastructure CoordlLnat,ion and Financing

Agreements ("ICFA"). It raises equity and debt to fund the unregulated and regulated

companies. Global Parent is funded by ate Global Parent shareholders' equity and debt.

A.

2
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1

2

3

4

5

6

7

Global Water Management, LLC (Global Management)

Global Management provides growth-related services to the Global Utilities, such as

engineering of new facilities, system planning, construction management, inspection of

new facilities, and regional and project pemiitting. Many of these functions are normally

outsourced by many other utility companies. Global Management also provides regional

planning and it is responsible for maximizing use of recycled water. It is funded Mouth

fees for its growth services to the Global Utilities, Global Management shareholders and

third party services .8

9

10

11

12

13

Global Wat§I, Inc (GWI)

GWI provides the operational and administrative staff for the day-to-day activities of the

Global Utilities. GWI is responsible for the support of the Global Utilities and is funded

through utility revenues .

14

15 Q-

A.

Can you explain how this relates to Global Water's cost allocation?

16

17

The costs of long-term strategic planning are accounted for at Global Parent. These are

the costs associated with the majority of the Global executives, the economic evaluation

of capital expenditures, utility acquisitions, marketing (Global Parent works to

extensively advertise the importance of water conservation), lobbying, etc. None of

these costs are allocated to utilities.

18

19

20

21

22

23

The costs of growth services are accounted for at Global Management These are the

costs associated with new-build engineering, system planning, construction management,

initial construction inspections, and permitting. These costs are not required to meet the24

25

26

27

1 84% of executive compensation is paid for by Global Parent shareholders .
2 Since Global Management is where growth-oriented employees and costs are allocated, it is the
entity that has been subject to some downsizing as growth has slowed. Due to these growth-
oriented costs being accounted for at Global Management the operations of the regulated
subsidiaries (utilities) have been relatively unaffemed by the downturn in the economy.

4,
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1

2

3

day to day activities of utilities, but rather are used to meet requirements due to expansion

and growth. These costs should be allocated under NARUC standards to the capital

projects they support.

4

5

6

7

8

g

10

The costs of day-to-day activities are placed 'm Global Water, Inc ("GWI"). These are

costs such as utility operations, billing, customer service, etc. All Arizona utilities will be

subsidiaries of GWI. These costs are necessary for the day to day activities of utilities

regulated by the Commission, as they are necessary to serve customers regardless of

growth. Under the Global Water approach, these services are consolidated -- which saves

ratepayers money by providing economies of scale. These costs are allocated in

accordance with the methodology described in further detail below;11

12

13 All costs are directly classified to the appropriate entity described above (Global Parent,

Global Management or GWI), and the costs at GWI are further directly allocated to the

utilities to the maximum extent practicable. Ultimately, the allocation me&odology

involves several steps and is described in detail below.

14

15

16

1'7

18 Q- Please explain Global Water's regions?

19

20

21

22

23

2.4

25

26

From an accounting perspective, we have established 5 regions based on the practical

realities of how the Global Utilities operate:

The West Valley Region includes Water Utility of Greater Tonopah,

. Valencia Water Company - Town Division, Valencia Water Company -

Greater Buckeye Division and Water Utility of Northern Scottsdale.

These utilities are all served by operators working out of our West Valley

Regional office in Buckeye.

The Maricopa-Casa Grande Region includes Global Water Santa Cruz

Water Company, Global Water - Palo Verde Utilities Company, CP Water27

l

A.

4
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Q-

1

2

3

4

Company and Francisco Grande Utilities Company. These entities are all

served by operators working in out facilities 'Lm and aroma Maricopa.

The Willow Valley Region includes Willow Valley Water Company,

which is located in Mohave County.

The Deer Valley Region includes our corporate headquarters. Costs from

this region are allocated partly to the Global Utilities (through GWI),

partly to Global Management, and partly to Global Parent.

The Global Parent region is comprised of costs that are allocated solely to

Global Parent.

We may also establish an Eloy region once Global Water - Picacho Cove

Utilizes Company and Global Water - Picacho Cove Water Company

become active.

Global Water's co st allocation pn'nciples and methods.

Q. Please explain Global Water's system of cost allocation.

Global Water used the NARUC's "Guidelines for Cost Allocation and Affiliate

Transactions (July 12, 1999) as guidance for cost allocation between affiliates Global

Water implemented these concepts for the 2008 test year, and throughout our internal

evaluation of cost-allocation, Global Water has used them as guidance.

In evaluating costs company-wide, Global Water recognized that groups of costs can be

separated into dorree distinct brackets :

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Long-Term Strategic Planting (Global Parent)

Growth Services (Global Management)

3 "Guidelines for Cost Allocations and Affiliate Transactions." National Association of
Regulatory Utility Commissioners, July 12, 1999.

A.

B.

5
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1 • Day-tra-Day Activities (GWI)

2

3 Q- How are affiliate transactions between the regulated and non-regulated entities

handled?4

5

6

A.
1

I

7

According to the NARUC guidelines, the objective of the affiliate transactions'

guidelines is to decrease the likelihood of subsidization in order to protect utility

ratepayers. NARUC guidelines state: "if the aiiiliate transaction pricing guidelines are

8 too strict, economic transactions in the best interest of ratepayers may be discouraged.

9

10

11

These guidelines need to offer flexibility to accommodate exceptions where the outcome

is in the best interest of the utility and its ratepayers." Global Water has implemented the

follow'mg guidelines to its affiliate transactions:

12

13

14

15

16

17

18

19

20

21

22 4.

23

Global Parent, Global Management and GWI will strive to charge the

lower of fully allocated cost or market price whenever goods, products or

services are sold or provided by Glob al Water to a regulated utility.

Global Utilities will strive to charge 'the higher of fully allocated cost or

market price whenever goods, products or services are sold or provided by

a regulated utility to Global Management, GWI or Global Parent.

Global Water will perform a market pricing analysis for (1) and (2) above

when the annual fully allocated cost for a given good, producter service

exceeds $1,000,000

Global Water will maintain all information underlying affiliate

transactions with the affiliated utility for a minirnurn of three years, or as

required by law or regulation.24

25

26 Q- What tests does Global Water use in allocating costs"

27 A. Global Water applied two tests i.t1 deciding Where to. allocate costs and employees :

2.

1.

3.

6

L
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1

2

3

4

5

6

Employees should be allocated to the lowest possible level on the organization chart.

For example, a wastewater plant operator in Maricopa can obviously and easily be

allocated to Global Water - Palo Verde Utilities Company - her work directly

benefits only that entity. A customer service representative in our main headquarters

answers calls from every Global Utility - his work directly benefits all utilities, so he

would obviously be allocated to all utilities.7

8

9

10

11

12

13

14

If the function in question can be considered a part of the normal, steady-state

operation of a water or wastewater utility, that function should be provided by a

regulated entity. If the function in question represents a task or skill that would not

be required in the normal, steady-state operation of a water or wastewater utility (i.e.

it is related to growth), that function should be provided by a non-regulated entity,

and its costs allocated under NARUC standards .

15

16

17

18

19

20

21

22

Accordingly, the Global Utilities are placed under GWI,and employees are directly

allocated to each utility where possible. Any employee who performs tasks for only one

utility will be allocated to that utility directly.

These breakouts comply with B.5 of the NARUC guidelines, "All costs should be

classified to services or products which, by dieir very nature, are either regulated, non-

regulated, or common to both."

C. Employee Cost AZlocation.

23

24

25

26

27

Q- Can you provide some general examples of how the cost allocation system works for

employees?

2.

1.

r

7
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1 A.

2

Yes. Here are some examples:

A plant operator working solely for Global Water - PaloVerde Utilities Company

("Palo Verde") - the costs will be directly allocated to Palo Verde, no further

•

3

4

5 •

6

7

8

9

10

11

•

12

13

14

15

16

17

18

19

20

•

21

22

23

24

25

26

•

allocation will be necessary.

A plant operator who normally spends time working between Valencia Water

Company - Town Division, Valencia Water CompaNy - Greater Buckeye Division,

Water Utility of Greater Tonopah and Water Utility of Northern Scottsdale - the

employee's costs will be allocated to the West Valley Regional cost pool, and then

allocated among those utilities.

A customer service representative ("CSR") -. if the CSR is located at Maricopa,

Buckeye or Willow Valley, the costs will be allocated to the appropriate regional cost

pool, and then allocated among the respective utilities. If the CSR is located at die

Global Support Center in Deer Valley, the costs will be allocated amongst all the

Global Utilities.

An engineer - Global Mauagemenfs engineers provide utility planning services, they

provide project management from initial concept, through 30% design, through bid to

construction, and manage the project through its commissioning, acceptance and

warranty periods. The costs of an engineer would be classified to Global

Management .- under our 'steady state' test, these functions (while certainly

necessary) would not be required on a day to day basis by a water or wastewater

utility.

A staff accountant -- the costs of a staff accountant would be allocated amongst

Global Parent, Global Management and GWI at rates of 20%, 35% and 45%

respectively. The GWI portion is then allocated amongst tire Global Utilities .

The Chief Financial Officer - the costs of the Chief Financial Officer would be

classified to Global Parent and would not be allocated to any of the Global Utilities.

27

8
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1

2 D. Allocation of Operating Expenses.

3

4 Q: I-Iow are expenses applied to the companies?

5

6

Expenses are applied to each company by the parent company, region or department

either through a direct expense incurred by them specifically, or dough an allocation.

7

8

9

Q : What is the objective of applying expenses using an allocation?

10

11

12

13

14

15

16

17

18

First, remember that direct expenses incurred by the Global Utilities are allocated directly

to them - that is expenses such as direct employees, power, chemicals, consumables, etc.

The expense allocation requirement only comes into play when there are expenses

incurred that benefit several utilities or regions simultaneously. The objective of the

allocation is to correctly allocate these expenses to Global Management, GWI (i.e., the

regulated utilities) and Global Parent. This includes such things as technical expertise

and services (compliance services, financial services) and operational support services

such as information Technology systems (hardware, software) and services. We leverage

these combined services and systems to provide stronger, more cost effective utilities; As

a result, each individual utility receives services for a lower cost than what they could

obtain on their own. 119

20

21

22

Q:

A:

23

24

Why is an allocation necessary?

Global Water employs staff and systems to provide support services across our entre

family of companies. As such it is important that strategic expenses be allocated to

Global Parent, capital costs be allocated to Global Management and operating expenses

be allocated to GWI.25

26

27

9
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1 E. Allocation process and allocation percentages.

2

3 Q: Can you walk us through the decision process?

4 A:

5

6

7

8

9

A flow chart is included at Attachment Barber-1 for reference. When an invoice is

received, it is identified as a direct expense or a parent, regional, or departmental expense

in accordance with the criteria established above. A direct expense is an expense that

only applies to one company (a regulated subsidiary of GWI) and no further allocation is

needed. A parent company, regional or departmental expense is an expense that benefits

more than one Global Utility is then subject to the allocation methodologies discussed

below.10

11

12 Q: Can you describe the Regional, Departmental and Parent Company allocation

13

14

15

16

17

process?

Regional Allocation

The objective of the regional allocation is to assign general and administrative (G&A)

expenses which are not direct cost to a specific utility but benefit a specific region as a

whole. Global Water establishes an allocation percentage to allocate expenses to the

Global Utilities on a combination of connection counts and management experience.18

19

20

21

22

23

24

An example of a regional expense is the Qwest bill for the West Valley Region (Buckeye

office). This telephone service is used by all subsidiaries associated with the West Valley

(WUNS, WUGT, Valencia Water Company .-.. Town Division, and Valencia Water

Company ..... Greater Buckeye Division). In divs case, the phone bill is charged to each

company based on established allocation percentage.

25

26

27

10
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1

2

3

4

5

6

Departrtiental Allocation

The objective of the departmental allocation is to assign G&A expenses from employee

expense reports, purchasing cards or depaxtrnental purchases to the department that

benefited from the purchase or service. The allocation percentages are detailed in

Attachment Barber-2. The allocation percentages are based on total company, total

region and total regional office customer counts and management judgment. These

expense allocation percentages are reduced and allocated to Global Management and

Global Parent when portions of the expense benefit them.

7

8

9

10

11

12

13

14

An example of a departmental expense is the Verizon Wireless bill. The bill is expensed

to the department of the employee to whom the cellular phone is provided. That expense

is spread over the companies that the employee does work for, thus a cell phone for die

Operations Supervisor in the Maricopa-Casa Grande Region would be coded to the

Operations Department and the cost allocated to Santa Cruz and Palo Verde because the

Supervisor spends his time working 011 both utilities.

Parent Company Allocation

The objective of die Patent Company allocation is to allocate expenses from Global

Parent, Global Management and GWI to the appropriate entity. The allocation

percentages vary by account type and were developed with the input from senior

management' s experience guided by the following factors :

1.

15

16

1'7

18

19

20

21

22

23

24

25

26

27 3.

Weighted Management - the proportion of managers to total employees in

a region or department.

Payroll - the proportion of payroll costs incurred by a department or

region.

Revenue .-. the proportion of revenue received by a region or subsidiary.

11
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1

2

AIL average of the above factors .

3

4

5

6

It should be noted that the conceptual allocation methodologies were determined and

implemented for the entire test year (2008). Once the percentages were established they

have remained unchanged (see Attachment Barber-2). The allocation percentages are

based on the management judgment using the four factors described above as a starting

point.7

8

9

10

11

12

13

Q: Can you further describe the factors employed in the Parent Company allocation?

14

Weighted Management

The weighted management method identifies the relative number of managers associated

with each department. This factor is employed when we are considering those expenses

that are routinely confined to that level of employee. For example, Global Water would

Not normally pay relocation expenses for line employees (operations staff, CSR staff,

etc). However, we may choose to do so at the management level. In these cases, it is

appropriate to allocate those costs on the basis of the relative numbers of managers in a

department. .

15

16

17

18

19

20

21

22

Payroll

Expenses allocated using the payroll methodology are allocated on the basis of the

relative amounts of total payroll in a department or subsidiary. Under this methodology,

those departments or regions having a greater payroll will incur a higher proportion of

this cost. Examples of the use of this methodology include rent expense and human

resource expenses- In diesel eases, more payroll is interpreted as a greater necessity for

and reliance upon the service in question.

23

24

25

26

27

4.

12
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2

3

4

5

6

7

Revenue

The revenue allocation is calculated by taking the total revenue generated from the

specific company, and comparing it to the consolidated revenue of all of the companies..

Account categories that are allocated using the revenue methodology are expenses that

have a direct relationship with the increase and decrease of revenue dollars. An example

of this type of expense is insurance premiums as the insurance carrier bases the premium

amount on the revenue of the company. Another example is communications expenses

where we assume that more revenue requires more tread and customer service telephone8

costs .9

10

11 AVEI32C

12

13

14

15

16

17

18

19

Average allocation is based on taking an average of a company's percentages for

revenue, people and payroll dollars. Account categories that are allocated using an

average are expenses that cannot be fairly allocated based on one specific methodology.

Rather, a blend of all of the variables is used. For example, the demand for maintenance

items such as computer repairs can fluctuate when revenue, number of employees or

payroll dollars increase. The risk that a computer may malfunction would increase when

more employees are working 011 the system, or more transactions (revenue) are being

processed.

20

21 Q: Can you describe why this is a better process than the standard Four Factor

Methodology?22

23 A:

24

25

26

27

The "4 factor" traditionally used by the Commission includes factors for revenue,

customer count, plant in service and operating expenses minus depreciation. We currently

use two of the four methods traditionally used by the commission. We feel our other

allocation methodologies of payroll dollars and weighted management more accurately

allocate expenses within our companies than the 4 factor approach.

13
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1 ~Q=

2

How do you keep direct, parent, regional and departmental expenses separate in the :

General Ledger so that they do not get comingled in the allocation process?

3 A:

4

5

6

If it is a direct expense, the invoice is coded directly to the company that incurred the

expense. No allocation required. If it is a parent, regional or departmental expense, the

invoice is coded to the corresponding company, department or region based on the type

of allocation method the expense applies to (as already discussed above).

Accounts Payable codes each invoice or expense with specific sub-codes to tell our GL of

proper allocation methods. As a result, we can track expenses through the exact

allocation process. In general, allocation codes have the following convention:

7

8

9

10

11

12 101-80901-45-07

13

14

15

16

17

18

19

20

21

Company Code - the first Three digitals represent the company (101in the

example above).

GL Account Code - the next five digits represent the GL Account (80901 in the

example above).

Department Code - the following two digits represent the department (45 in the

example above).

Regional Code - the last two digitals represent the region (07 in the example

above). Regional Code applies to all a.lIocatio11 methods.

22

23

24

25

There are five regional codes and they are:

00 - Default for Deer Valley and Global Management allocation to Global

sub code not picked up on utility companies forParent and GWI,

26

27

allocations .

05 - Global Patent allocation.2.

1.

14
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Schedule Type

A S summary

B Rate Base

C Income Statement

E -Financial Statements

F Projections

H Effect of Rates

1.

4
M

s

1

2

3

4

5.

06 - West Valley allocation to WUNS, WUGT, WUGB and VWC.

07 - Maricopa Region allocation to SCWC and PVUC.

08 .- Willow Valley allocation.

111. Schedules.

Q, Are you sponsoring the standard rate schedules?

Yes, lam sponsoring the following schedules, which have been developed in accordance

with Commission Rule R14-2-103.

The "D" Schedules (Cost of Capital) are sponsored by Mr. Rowels. We did not file the

"G"schedu1es (cost of service). Mr. Moe describes the adjustments shown in these

schedules in his testimony.

Iv. Rate Base.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Q- How did you arrive at the test year original cost rate base shown on Schedule B-1?

The original cost was calculated by beginning with each utility's plant in service at the end

of the Test Year, as shown in Column A of Schedule B-2. Typical rate base adjustments

A.

A.

4.

3.

1

15



1

2

3

4

(accumulated depreciation, Advances in Aid of Construction, etc.) were then made to

establish actual end of Test Year rate base shown in Column A, Line 41 of Schedule B-2.

As shown on Column J, Line 41 of Schedule B-2, and summarized on Schedule B-1, the

Utilities have the following adjusted Test Year rate bases:

5

6
Global Water - Santa Cruz Water Company
Global Water - Palo Verde Utilities Company
Valencia Water Company .- Town Department
Valencia Water Company - Greater Buckeye
Water Utility of Greater Tonopah
Willow Valley Water Company

$ 45,260,919
s 63,637,830
$ 4,240,018

S 929,057
$ 2,598,259
$ 2,251,164

7

8

9

10

11

12

Q- Are the Global Utilities proposing a Reconstruction Cost Net of Depreciation (RCND)

13

14

15

16

rate base?

No, not in this rate case. The Global Utilities accept the use of the Original Cost Rate Base

(OCRB) as the Fair Value Rate base (FVRB) in Alis case. The Commission's approach to

FVRB is in flux, and the Global Utilities have taken this step to simplify the issues in this

case. However, the Global Utilities reserve the right to propose a RCND rate base or other

modifications to FVRB in future cases.17

18

19

20

v. Cost of Debt.

21 Q- What is the cost of debt in the capital structure?

22

23

24

25

26

The cost of debt is set forth below and in Schedule D-2. Valencia Water Company - Town

Department, Valencia Water Company - Greater Buckeye Department and Willow Valley

Water Company have received loans through the Water Infrastructure Financing Authority

<"vv'11=A">.

27 The cost of the WIFA loans for each applicable utility is as follows:

A.

A.

1 6



Cost of Valencia Town Division WIFA Loans
Interest12/31/2008

WIFA
Loan Balance Rate

43,427
2,338,158

$
$

W[F*A.920024-99
WIFA 920102-06

5.81%
6.75%

0.11%
6.63%

$ 2,381,585Total 6.73%

Cost of Valencia Greater Buckeye Division WIFA Loans
II-}_f_gI'8st12/31/2008

Balance
w11=A
Lean Rate

43,351
94,825

8
$

4.69%
6.65%

WIFA 910072-03
WIFA 920103-06

1.21%
3 .7 5 %

29,925Stewart Title Garcia $ 8% 1.42%

$
168,101Total 6.38%

ICost of Toro ahwIFA Loans
Interest

wIF.A.
Loan

12/31/2008

Balance Rate

77,649
431,705

0.67%
5.64%

4.38%
6.65%

$
S

wI1=A 93007103
WIFA 920104-06

S 509,354Total . 930%

Cost of Willow Valley WIFA Loans
Interest12/31/2008

Balance
WIFA
Loan Rate

$
$

w11=A 9300 i6-98
WIFA 920078-03

3.86%
1.62%

6.13%
4.38%

143,557
84,396

5.48%227,953$Total

`
\

Q. What about Palo Verde and Santa Cruz?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Palo Verde and Santa Cruz do not have any long term debt. However, Global Water has

agreed to impute the debt associated with the IDA bonds of Global Parent to Palo Verde

and Santa Cruz. These IDA bonds are listed by series with the annual interest rate. The

method weights the cost of each debt issuance by its percentage of the total debt

A.

1 7

1



Cost of Bond Debt Calculation

Amount

Weighted
Debt

Bond
Due Date

Interest
Rate

$
s
$
$
s
$
s

6,910,000
6,215,000

23,370,000
1,635,000

52,500,000
1,315,000

23,235,000

12/1/2017
12/1/2022
12/1/2032
12/1/2013
12/1/2037
12/1/2018
12/1/2038

0.33%
0.30%
1.17%
0.08%
2.99%
0.07%
1.51%

5.45%
5.60%
5.75%
5.50%
6.55%
6.38%
7.50%

s 115,180,000 6.45%Total

4
,Q

1

outstanding. Global Parent has obtained capital through bond issuances utilizing public

IDA funds.

The cost of the IDA Bonds is as follows:

Q- Does this conclude your direct testimony?

Yes.

1

2

3

4

5

6

7

8

9

10

11

12

13

14
A.

15

16

17

18

19

20

21

22

23

24

25

26

27

r
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Code to Company that
incurred the expense. No

allocation required.
Example: APS Electricity

Bill.

Expense allocates among
departments. Apply

Departmental Allocation.
(See Appendix 3)

Example: Verizon invoice
for all wireless user of

Global.

Expense allocates among
companies within the
same region location.

Apply Regional Allocation.
(See Appendix 2)

Example; Qwest invoice
for Buckeye office.

Expense allocates among
Gwl, GWR, and GWM.
Apply Parent Company

Allocation. (See Appendix
1) Example: Rent

Expense for Deer Valley
office.

4_
J

s

' Life of an Invoice Flow Chart

5

I

Invoice

I

l
..-'

r"
»".

e*

'~.

'-.
I.,Dirac!

Expense?
No

I
V

Corporate Expense

orporat .
Regional or \_

Departmental
Expense? Departmental Expense

f
I

1
r

1

RegiOnal Expense
I

I

v~

Yes
I
I
v

9!
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MGMT 8 unLm£s EXEC & SED FS G RDVVIIIHlEl»C

Descrlpdon Com 1' Acl: c1ur l l Sub Account Me t h o d GWI GWR GWM

1 4I H e & M nvi 101 5 0 9 9 1 00--00 W i l d M O W 12% 55% 33%

Emf Training & Cenif ir .=at ion 101 8 0 9 0 2 OD-DO W o l d  M g mt 12% 55% 33%

. |.Cont ract  Services L a l 101 8 3 5 0 7 DD-DO paw-ull s 52% 23% 25%

Cur lt red Sefvir zes Other ion 8 4 5 0 7 G0-GG Payroll  S 52% 23% 25%

R ent  E xpense P r one f v 1D1 B5D07 DD-DD payr o l l  5 52% 23% 25%

R a m nae Equip 101 85297 D0-D0 Payrol l  $ 52% 23% 2556

1 nT r a n ur la l ian 101 BSOOT 00-UO P e o p l e 79% 10% 20%

I n s u r a n c e  Ve d t i d e 101 S7107 of -ua R e ve n u e 65% 17% 17%

I nsurance Gewwai L imb 101 8 7 3 0 7 of -no Revenue 56% 17% 17%

lnsurar vca Worker ' s  Comp 101 BT507 D0-00 R e ve n u e 55% 17% 17%

a yII nsurance F ed Ume 101 a 7 5 o 9 o f - D o R e ve n u e 66% 17% 17%

IInsurance Stale Upend 101 8 7 5 1 1 O0~D0 Revenue 56% 17% 17%

O t her  Taxes  s  L icenses 101 9 3 9 2 9 O0-D0 A v a a 52% 18% 20%

Tr ave l  E xnensa 101 9 4 0 2 2 of-oo W n i d  M g mt 12% 55%

Meals  E xpense lm 3 4 0 2 3 owe Wild Mq_m\ 12% 55% 33%

U n i i o m s 101 94925 D0-00 Ave r age 52% 15% 20%

` os t a9e &  Mai l ing 191 9 4 0 2 8 own Average 52% 18% 20%

101 9 4 0 3 1 D o lan Ave r age 52% 1 B% 20%

1D1 9 4 0 3 3 0 0 - 0 0 Ave r a g e 52% 18% 20%

I 9 1 5 5C ommun ica t ions ml 9 4 0 3 8 o f - o o Revenue 66% IT% 17%

Dues 9.  Subscr ipt ions 1D1 94041 OD-00 Ave r a g e 52% 15% 20%

Promot ions B Aévef t isirmg 101 3 4 0 4 3 00-OO P ayr o l l 52% 23% 25%

E ID e Relat ions 101 3 4 0 4 5 of-oo eAve 82% 18% EU%

nPa l 's 52% 23% 25%-P rnw f ess ionalF eesL a l 101 94203 D0-DD

DD-DD Ave r a g e 52% 18% 20%. 1c mu u le r  R air L Mains 101 9 4 4 0 1

E q u ip me n t  M e in la l s n e e 101 9 4 4 0 5 woo Avef aqe 62% 18% 20%

:T 1599 Supplies Ia al: <01 9 4 4 0 9 004;o AVBTBQB 52% LB% 20%

l»Gh:hen Supplies 101 9 4 4 1 2 DD-OD Aver age B2% 'i B°/ 20%

•B a n k  Se r v i c e  C h a  e a 101 9 4 5 0 1 O0-DD Aver age 52% 1 B% 20%

Credit  Card F ees 101 9 4 s o 2 DPI-OO Aver age 62% 18% 20%

I.

4

G W M -  P A R E N T  C O M P A N Y  A l . L o ¢ A n o n
p en d lx 1

G W M parent  C ompany Al locat ion -  Tee obj eu le of  t h is  a lkacat ion is  I o  a l luca ie overhead expenses f r om GWM,  Gw l Ami GWR . focai ion percam8ges vary by account  t ype and were
developed w i t h  t he input  f r om sensor  managansni  Ann based on exper ience uB lng t he M ight ed Menagemeni ,  P ayr o l l ,  and R evenue f ac t or s  as  w el l  as  an Aver age of  t hose var iab ias

3 3 % .

. . 8yf o l l F e e s

C a s h Shor1IOver
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EXHIBIT A-21
4

1

2

BEFORE THE ARIZONA CORPORATION COMMISSION

3

c 0 m m 1 s s I 0 n E R s
KRISTIN K. MAYES. Chairman
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP

DOCKET no. SW-03575A-09-

4

5

6

7

8

9

10

IN THE MATTER OF THE APPLICATION OF
GLOBAL WATER - PALO VERDE UTILITIES
COMPANY FOR THE ESTABLISHMENT OF
JUST AND REASONABLE RATES AND
CHARGES FOR UTILITY SERVICE
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE OF
ITS PROPERTY THROUGHOUT THE STATE
OF ARIZONA.
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11
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13
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17
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1 1. Introduction.

2

3 Q.

A.

Please state.your name, occupation and business address.

4

5

6

My name is Jamie Moe. I am a regulatory accountant employed by Global Water

Management, LLC "Global Management. My business address is 21410 North 19""

Avenue #201, Phoenix, Arizona 85027. For the purposes of this testimony, "Global

"Global Parent" and "Global Management" have the same7 Water", "Global Utilities",

8 definitions given in Mr. I-Ii11's testimony.

9

10 Q-

A.

Briefly describe your responsibilities as a regulatory accountant.

11

12

13

14

I analyze and examine accounting, financial, statistical and other information and prepare

reports based on my analysis. My main responsibilities include monthly accounting

entries, preparation of CC&N applications and rate cases, assistance in regulatory

matters, and input related to regulatory accounting issues .

15

16 Q-

A.

Please describe your educational background and professional experience.

17

18

19

20

21

22

Ki 2000, I graduated from North Dakota State University, receiving a Bachelor of Science

degree in Accounting, and I am a Certified Public Accountant with the North Dakota

State Board of Accountancy. Shave attended various seminars and classes on general

regulatory and business issues, including the National Association of Regulatory

Commissioners ("NARUC") Annual Regulatory Studies Program and the NARUC

Utility Rate School.

23

24

25

I began eMployment with Global Water Management in April 2007. Previously, I

worked for Honeywell as a Senior Project Accountant in the Aerospace Division. Prior

26 to that, my regulatory experience includes employment bathe Arizona Corporation

Commission ("Commission") as a Public Utilities Analyst from Januaiy 2003 through27

1



1

\

1

2

3

4

October 2006. My main duties as a Public Utilities Analyst included reviewing, auditing

and analyzing utility financial and accounting information and pres anting

recommendations to the Commission on behalf of Staff regarding revenue requirements,

rate design and other matters. As a Public Utilities Analyst, Itestiiied before the

Commission in a number of rate cases and other proceedings.5

6

7 Q- What topics does your testimony address?

8

9

10

My testimony will support doe Global Utilities' adjustments to revenues and expenses as

well as the requests for rate pass-throughs mechanisms, as follows :

Distributed Renewable Energy Recovery Tariff,

Central Arizona Groundwater Replenislunent District (CAGRD) Fee Pass-11

12

13

14

Through;

Franchise Fee Pass-Through, and

Property Tax Pass-Through.

15

16 11. Adjustment to Test Year Revenues and Expenses.

17

18 Q- Please explain Income Statement Adjustment 1 - Elimination of Unbilled Revenues

and Other Accounting Entries.19

20

21

22

23

24

Income statement adjustment 1, as shown on page 2 of Schedule C-2, removes the effect

of the accounting requirement to accrue revenues earned, but not yet billed. Each utility

makes this entry monthly. The net effect of the December 2007 and December 2008

entries are removed from the operating income by this adjustment. In addition, other

accounting entries unrelated to customer bill counts have beenremoved to reconcile .

customer bill counts to actual revenues. The adjustment to revenues for each utility is as25

26 follows :

27

A.

A.

2



q,

x

1

2

3

4

$102,160

38,508

(9,187)

1,501

2,404

(2,467)

5

6

Santa Cruz

Palo Verde

Valencia ._ Town Division

Valencia -Greater Buckeye Division

WUGT

Willow Valley

7

8

9

10

11

12

13

Q. Please explain Income Statement Adjustment 2 - Adjustment to Miscellaneous

Revenues.

14

Income statement adjustment 2, as shown on page 3 of Schedule C-2, affects two utilities,

Santa Cruz arid Valencia. The Santa Cruz adjustment removes meter sales to the 387

Domestic Water Improvement District, prior to its transfer to Santa Cruz's CC8cN, The

Valencia adjustment removes a refund received from APS related to 2006. Income

statement adjustment 2 for each utility is as follows:

15

16

17

18

Santa Cruz

Palo Verde

Valencia - Town Division

Valencia - Greater Buckeye Division

WUGT

Willow Valley

$(145,739)

N/A

(31,628)

N/A

N/A

N/A

19

20

21

22

23

24

25

Q- Please explain Income Statement AdjUstment 3 - Annualize Revenue and Expense

to Reflect End-of-Test Year Customer Counts.

26

27

INcome statement adjustment 3, as shown on page 4 of Schedule C-2, adjusts revenues

and expenses to reflect the number of customers served by each utility on December 31,

2008. The adjustment to revenues is the difference between the revenues generated by

the Test Year bill count, and a pro forma bill count that reflects the number of residential

A.

A.

3



4

4

1

2

3

4

5

6

and commercial customers served on December 31, 2008. In addition, pro Ronna

construction water customer counts have been removed, as changes in the economy have

resulted in construction moving towards zero. The revenue portion of income statemeNt

adjustment 3 for each utility is as follows:

.Santa Cruz

Palo Verde

Valencia .- Town Division

Valencia - Greater Buckeye Division

WUGT

Willow Valley

$(299,141)

(122,612)

(143,041)

(43,655)

(23,955)

(6,172)

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

A decrease in Purchas ed power and water treatment expense is also calculated based

upon the estimated reduction in gallons to be sold resulting from the change in year-end

customer counts. The expense portion, related to purchased power and chemical

expense, of income statement 3 for each utility is as follows:

Santa Cruz $(18,284)

Palo Verde (9,505)

Valencia - Town Division (24,879)

Valencia - Greater Buckeye Division (6,710)

WUGT (4,377)

Willow Valley (641)

22

23 Q~

24

Please explain Income Statement Adjustment 4 - Adjustment to Employee Salaries

and Wages and Benefits.

25 A. Income Statement Adjustment 4, as shown on page 5 of Schedule C~2, reduces employee

salaries and wages and benefits. In this difficult economy, die utilities have been26

27

I

4

I



4.
I

1

2

3

4

5

6

proactive in trying to minimize costs where possible, and have made reductions to their

staff in an effort to cut costs. The adj vestment to expense for each utility as follows :

$(141,989)

(141,989)

(40,859)

(3,143)

(3,143)

(32,006)

Santa Cruz

Palo Verde

Valencia -. Town Division

Valencia - Greater Buckeye Division

WUGT

Willow Valley

7

8

9

10

11

12

Q. Please explain Income Statement Adjustment 5 - Adjustment to Purchased Power

Expense.

13

14

15

16

17

18

19

20

21

22

23

24

Income statement adjustment 5, as shown on page 6 of Schedule C-2, adjusts purchased

power to reflect die most recent known and measurable changes from each utility's

power providers. Santa Cruz and Palo Verde are served by Electric District No. 3 of

Penal County, and have received notice of 12.5% increase to its commercial and

industrial rates. Valencia, WUGB and WUGT are served by APS, and the estimated

increase in purchased power is 3.4%. Willow Valley has not received notice of any

upcoming rate increase to date. The adjustment to expense for each utility is as follows:

Santa Cruz $63,445

Palo Verde 66,886

Valencia Town Division 10,127

Valencia - Greater Buckeye Division 888

WUGT 581

Willow Valley N/A

25

26

27

A.

5

I

I
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1

2

Q- Please explain Income Statement Adjustment 6 - Adjustment to Advertising

Expense.

3 Income statement adjustment 6, as shown on page 7 of Schedule C-2, removes

advertising expense from the utilities. The adjustment to expense for each utility is as

follows:

4

5

6

7

8

9

10

11

Santa Cruz

Palo Verde

Valencia - Town Division

Valencia - Greater Buckeye Division

WUGT

Wiuew Valley .

$(1,825)

(256)

(123)

(336)

(17)

(578)

12.

13 Q.

14 A.

15

16

Please explain Income Statement Adjustment 7 - Adjustment to Rate Case Expense.

17

18

19

20

21

22

23

24

25

Income statement adjustment 7, as shown on page 8 of Schedule C-2,adjusts expenses to

allow for the recovery of costs for this rate case. The current estimate of total rate case

costs is $400,000, amortized over 3 years for an annual total of $133,333. The allocation

of rate case expense is based on the cost allocation methodology described in Mr.

Barber's testimony, wider the percentage allocation to each utility listed below. The

adjustment to expense for each utility for rate case expense is as follows:

Santa Cruz - 40% $53,333

Palo Verde .- 40% 53,333

Valencia - Town Division - 14% 18,667

Valencia - Greater Buckeye Division - 1% 1,333

WUGT - 1% 1,333

Willow Valley .. 4% 5,333

26

27

A.

J

6



1 Q. Please explain Income Statement 8 - Adjustment to Bad Debt Expense.

3

4

5

Income statement adjustment 8, as shown on page 9 of Schedule C-2, adjusts bad debt

expense to a level of one percent to adjusted Test Year revenues. It also takes into

account on the Global Utilities' proposed revenues. This adjustment to expense for each

utility is as follows:

6

7

8

9

10

11

Santa Cruz

Palo Verde

Valencia - Town Division

Valencia - Greater Buckeye Division

WUGT

Willow Valley

Adjusted TY

$4,657

(30,477)

(14,025)

(750)

142

885

Proposed

$30,816

84,923

16,646

1,557

6,772

4,99312

13

14 Q» Please explain Income Statement Adjustment 9 - Adjustment to Depreciation

15

16

17

18

19

20

Expense.

Income statement adjustment 9, as shown on page 10 of Schedu1e.C-2, adjusts

depreeiatien expense to reflect an expense level reflective of each Lltility's utility plant in

service as of December 31, 2008. In addition, each utility proposes to implement the

21

22

23

Santa Cruz

Palo Verde

24

'25

water and wastewater depreciation rates typically proposed by ACC Staff. This

adjustment to depreciation expense for each utility is as follows:

$75,498

258,362

1,064,639

18,239

104,692

59,013

Valencia

WUGB

WUGT

Willow Valley26

27

A.

7



Q- Please explain income Statement Adjustment 10 - Adjustment for Pass-Through of

ACC and RUC() Annual AssessmentS.

Income statement adjustment 10, as shown on page 11 of Schedule C-2, adjusts expenses

to remove ACC and RUCO fees which were expensed prior to each utility's

implementation of die pass-through of these fees. This adjustment to expense for each

utility is as follows :

Santa Cruz

Palo Verde

Valencia

WUGB

WUGT

Willow Valley

$(53,078)

(25,049)

(12,644)

_ N/A

N/A

(2,480)

|

r Please; explain Income Statement Adjustment 11 - Adjustment for Pass-Through of

Property Taxes.

Income statement adjustment 11, as shown on page 12 of Schedule C-2, removes

property tax expense, as the utilities are requesting pass-dlrough treatment of property tax

expense. This proposal is discussed in greater detail later in this testimony. This

1

2

3

4

5

6

7

8

9

10

11

12

13

14 Q.

15

15 A,

17

18

19

20

21

22

23

24

25

26

27

adjustment to expense for each utility is as follows:

Santa Cruz

Palo Verde

Valencia

WUGB

WUGT

Willow Valley

(423,523)

(280,397)

(118,368)

(15,527)

(7,143)

(21,324)

A.

8



l

1

2

3

4

If the pass-through of property taxes is disallowed, these totals need to be added back into

each utility's expenses and recalculated for proposed revenue levels .

Q- Please explain Income Statement Adjustment 12 - Adjustment to Income Tax

5

6

7

8

9

10

11

Expense.

Income statement adjustment 12, as shown on page 13 of Schedule C-2, adjusts Federal

and state income taxes to reflect the tax effect of all other pro forma adjustments and the

required increase in gross revenues on net income. Income statement adjustment 12

adjusts Test Year income tax expense for each utility as follows: ,

Adjusted TY

$313,833

340

(461,245)

(19,591)

(65,923)

(31,480)

Santa Cruz

Palo Verde

Valencia

WUGB

WUGT

Willow Valley

Proposed

$1, 177,535

3,245,144

636,091

59,486

258,792

190,800

111. Distributed Renewable Energy Recovery Tariff.

12

13

14

15

16

17

18

19

20

21

Q» Please explain the Global Utilities' position towards renewable energy and

conservation.

22

23

24

25

26

The Global Utilities place a priority on conservation, whether it is related to water or

energy. Our efforts with water conservation and reuse are well documented. But the

Global Utilities strive to continually reach greater heights in sustainable business practices

and operations. We continually work to sign customers up for our Green Billing program,

which provides paperless billing to customers. And now moving another step forward, the

Global Utilities are moving towards the integration of renewable energy, including solar27

A.

A.

9



•

1

2

3

4

energy, into its system within the first or second quarter of 2009. The Glob al Utilities

believe this focus also works towards the goals approved by the Commission through the

Renewable Emery Standard Tariff ("REST"). Because of this, the Global Utilities request

the approval of a Distributed Renewable Energy Recovery Tariff,

5

6 Q~ Why do the Global Utilities request a DistribufedRenewable Energy Recovery

Tariff?7

8 The Global Utilities will have built and will operate numerous water and wastewater

facilities at build-out. Due to the setback requirements described in AAC R18-9-B201,9

10

11

much of the property required for water reclamation facilities is not used 'm the treatment

process. As it cannot be used for development, it makes sense to use this area for

in this case, for the production of renewable12

13

additional benefit to the ratepayers

distributed power generation.

14

15

16

Simply put, we have empty land right next to a high electrical demand. It doesn't take a

lot of thought to recognize what should be done: solar panels should be emplaced at every

wastewater facility, offsetting demand and generating renewable energy.17

18

19

20

21

22

The costs, however, are significant and the use of renewable energy sources has not been

embraced by the water and wastewater industries, in such circumstances we believe that

the Commission should incant the practice of distributed power generation by allowing

Global to utilize an approach similar to the arsenic cost recovery mechanisms ("ACRM")

the Commission has approved for the development of arsenic treatment facilities .23

24

25 Q- Please explain how the Distributed Renewable Energy Recovery Tariff works.

26 The methodology behind the Distributed Renewable Energy Recovery Tariff would be

similar to that of the Arsenic Cost Recovery Mechanism approved by the Commission in27
I

A.

A.

10



1

2

3

4

5

6

recent proceedings After the utility completes construction on its renewable energy plant,

it would tile an application detailing the cost of the plant, the technical specifications of the

plant's operational characteristics and capacities, and its related expenses. Through the

application, dieutiiity would request recovery of a return on theplant, depreciation

expense and related expenses. As with the ACRM surcharge methodology, the renewable

energy surcharge would consist of a monthly minimum and commodity charge component.

7

8 Q- Please explain what sort of projects would qualify for treatment under the

Distributed Renewable Energy Recovery Tariff.9

10 The Global Utilities propose that only projects that utilize techNologies which qualify as

renewable under the Commission's REST rules be allowed treatment under the Distributed

Renewable Energy Recovery Tariff.

11

12

13

14 Q-

15

16

17

18

If a solar panel is installed at a utility's location it will result in less electricity being

purchased and thus in lower expenses for the utility. The Distributed Renewable

Energy Recovery Tariff will allow for accelerated recovery of the cost of installing the

solar panel but will it also provide a credit to customers associated with the decreased

power purchasing expense?

19

20

21

22

23

24

25

26

27

Absolutely. As part of our filing to set the initial surcharge rate, we will include the

technical specifications on the plant's operational capacity and capability. Annually we

will make a filing at the Commission that shows year-on~year, month-by-mondi

comparisons of electricity demand and water pumped, treated and distributed. Gallons

divided by kph purchased from the electric utility should show us an efficiency average,

the current average is approximately 410,000 kWh/month at 2.1 MGD. That calculates to

6.5 kWh/1000 gallons of wastewater treated. Each year we can assess the efficacy of the

program and if the projects work as expected, the Global Utilities will see reduced

purchased power per gallon. If electric rates stay stable, we could reduce power expenses

11

A.

A.



4

4

1

2

3

4

annually and save customers money. If electric rates increase, our ratepayers will be

shielded from some of those increased costs. AI1d in any case, our environment will

benefit by reducing electricity generated from traditional sources and furthering the

promise of solar energy.

5

6

7

8

9

10

11

12

13

14

15

16

Since we are asking for accelerated recovery of the return on and depreciation expense

associated with renewable energy projects we believe it is fair that our customers receive

accelerated recognition of the benefit of renewable distributed generation. To dirt end, for

projects emplaced at Global Utilities facilities that are currently operational, the proposed

tariff will be credited by an amount designed to capture the reduction in purchased power

expenses. For example, we currently intend to install a 750 kW to 1 MW solar facility at

the Global Water - Palo Verde Utilities Company Campus l Water Reclamation Facility

(discussed in more detail below.) At 750 kw, we estimate that it will generate 1,500,000

kph per year and reduce our peak demand by25%. This would result in a total purchased

power savings of $61,000. This amount would be deducted from the return and expenses

passed through the tariff mechanism.

17

18 Q. Please provide an example of how the surcharge would work.

19

20

21

22

ZN

24

25

As an example, consider the installation of 750 kW of renewable power at a water

reclamation facility at a cost of $2,000,000 Applying a hypothetical rate of return of 10%

to the investment, the utility would be entitled to am a return of $200,000. Additionally,

applying a depreciation rate of 5% to this investment yields a depreciation expense of

S100,000.1 This provides a total of $300,000 annually. Over a customer base of 15,000

units, that would equate to $20 per year per connection. However, as explained above the

reduction in purchased power expense ($6l,000) will be backed off this amount to provide

26

27 1 5% is the NARUC recommended depreciation rate for power generation equipment (account
355.)

A.

1

12
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1

2

3

4

a total of $239,000. Over a customer base of 15,000 units, that would equate to $15.93 per

year per connection. As you can see, the power savings accrue entirely to the benefit of

the customer, and as noted before, if electric rates increase solar power shields customers

from a portion of that increase passing through their water and wastewater bills.

5

6

7

Q- You mentioned above that the reduction in purchased power expense will be backed

off of the adjustor for projects emplaced at Global facilities that are cunenfly

operational. Why not also make this adjustment for projects emplaced at facilities

that are not currently operational.

8

9

10

11

In operating facilities where renewable energy systems are installed, there is a potential for

direct reduction of purchased power expenses. As those purchased power expenses are

already included in the rate calculations, it makes sense to reduce those expenses for the

benefit of the ratepayers .

12

13

14

15

16

17

18

19

20

At installations that are constructed after the approval of rates, there are no purchased

power expenses built into the rates, and hence the purchased power expenses for the utility

do not decrease. In this case, the utility would include the application for approval of the

Distributed Renewable Energy Recovery Tariff including the unadjusted depreciation and

return on equity amounts .

21 Q. Can you provide an example of a renewable energy project that is under

consideration?22

23 A.

24

25

26

27

Yes. We are currently working to developa Renewable Water with Renewable Energy

Program. Under this program we intend to install Photovoltaic panels in the setback area

of the Global Water .- Palo Verde Utilities Company Campus 1 Water Reclamation

Facility. The initial phase of this program is anticipated to be a 31,5 million to $2.0

million installation capable of providing 750 kW to 1 MW of solar power. This represents

A.

I

13



Solar Power Analysis
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1.

2

a production of over 1,500,000 kph of power annually, and approximately 25 % of the

annual power consumption of the Water Reclamation Facility (WRF) today.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Q- Why are renewable energy projects especially beneficial for water and wastewater

21

22

23

utilities?

The water and wastewater business is a highly energy intensive business, so use of

renewable energy is especially appropriate in this sector. The simple fact is that water is

very heavy, so it takes a lot of energy to move it around. For example, think of a well dirt

must pump water from up to 1,000 feet below ground to the surface. Each gallon of water

weighs more than 8 pounds. And some wells can produce several thousand gallons per

minute. So the total weight lifted per day by such a well is really quite enormous.

Likewise, water treatment, and wastewater treatment are also energy intensive.

24

25

26

27

A.

14



1

2

3

4

5

6

In addition, water and wastewater treatment facilities are critical facilities that must remain

in operation. Because power from the "grid" is not always available, these facilities

typically have backup diesel generators. Such generators are essential, but are also

inefficient and polluting. Adding renewable energy to these facilities reduces their reliance

on the grid, this provides additional reliability as well as reducing the possibility dirt

backup diesel generators would have to run in the event of a power outage.

7

8 Q. Why should the Commission approve the Distributed Renewable Energy Recovery

Tariff?9

10

11

12

13

14

By passing the REST, the Commission has encouraged the future construction of

renewable energy plant throughout Arizona, and the Commission has made a statement

about the importance of such projects to the future of our state. The Global Utilities

believe that conservation, both energy and water related, is a social responsibility of all

citizens, individual and corporate alike.

15

16

17

18

19

20

21

22

23

However, without the proper incentives, many environmentally responsible projects are

cost prohibitive. The approval of the Distributed Renewable Energy Recovery Tariff is in

the public interest, and should be available to all water and wastewater utilities, not solely

the Global Utilities. Approval of the Distributed Renewable Energy Recovery Tariff

allows for the timely recovery of costs for utilities, encouraging them to invest in the

renewable energy technologies so important to Arizona. By using an approach, these

investments could occur outside the cost bLue°den and delayed timing of a rate case. The

Distributed Renewable Energy Recovery Tariff will provide a real incentive for water and

wastewater companies to invest in distributed renewable energy projects.24

25

26

27

A.

15
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1 Q- Do you have more information on the benefits of renewable energy for water and

wastewater utilities ?2

3 Yes. A paper by MI. Symmonds explaining the benefits in greater detail is attachedto his

4 testimony.

5

6 Iv. CAGRD Fee Pass Through.

7

8 Q. What is the Central Arizona Groundwater Replenishment District or CAGRD?

9

10

11

12

13

It is established under Arizona law to replenish groundwater in central Arizona. It is a

department (not a separate district) within the Central Arizona Water Conservation

District, commonly known as CAP? It is governed by CAP's board of directors. It covers

CAP's three county service area (Maricopa, Penal and Pima counties). However,

landowners or service providers must enroll their lands widiin the CAGRD to participate in

the CAGRD program. The CAGRD program is designed to assist with compliance with

Arizona's assured water supply rules.

14

15

16

Q- What does CAGRD do?17

18 A.

19

20

At the most basic level, it collects fees from landowners or water service providers, and

then uses those fees to purchase water (such as excess surface water, or recycled water),

and it then 'injects the water into the ground. This compensates for groundwater

withdrawals.21

22

23 Q, Why not directly use the water CAGRD purchases?

24

25

Often, CAGRD lands do not have access to surface water such as CAP water. la addition,

some water purchased by CAGRD may not be suitable for direct potable use.

26

27

I

A.

A.

A.

2http://www.cag1'd.com/static/index.cfm?content]D=84
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Assessment Rate Components Cost Basis

Administrative* Total cost of administering the CAGRD

Water & Replenisllment** Cost to purchase, transport and
recharge/replenish water supplies

i1-fi'ast11.1cture ba Water Rights* * Costs of securing water rights and
developing infrastructure to deliver and
replenish water, including capital costs

Replenishment Reserve Charge** Costs to establish and maintain a
replenishment reserve for each AMA

*Uniform across s
**Coypu£ed separately for each AMA

4

N

1 Q. Who must pay CAGRD fees?

2 A.

3

4

All CAGRD members pay a certain amount per acre-foot annually according to a rate

determined each year by the CAGRD. The rate is computed separately for each Active

Management Area (AMA) to offset the projected costs of replenishment activities in the

AMA, and is based on the four assessment rate components shown 'm the table below:5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Each Member Service Area provider reports annually the volume of excess groundwaters it

has delivered within its service area and pays, directly to the CAGRD, a tax equal to the ,

AMA replenishment assessment rate multiplied by that volume of excess groundwater.

Wilen an individual subdivision joins as a Member Land, the owner executes an

irrevocable "declaration of covenants, conditions, and restrictions" that obligates current

and future owners (that is, individual homeowners) to pay for CAGRD replenishment

based on the total volume of excess groundwater delivered to each parcel within the ML.

The applicable parcel assessment appears on the property tax bill of each property owner

within the ML.

24

25

26

27

3 An amount of groundwater equal to that delivered to a member land or member service area in a
calendar year 'm excess of the amount of groundwater that may be used at the member land or
delivered by a rnunicip al provider for use within its member service area in that calendar year ,
consistent with the applicable AWS rules for the active management area where the member land
or member service area is located (ARS §48-3'7'7.01).

17



1

1

2

3

4

So the fee structures are different for Member Lands and Member Service Areas. Member

Lands are enrolled by the developer as part of obtaining a Certificate of Assured Water

Supply (CAWS). Member Land fees are paid by each landowner as part of their property

tax bill based on the gallons of water consumed

5

6

7

8

9

10

Member Service Areas fees apply to a designated provider. This fee applies to municipal

or private utilities that enroll their service areas in die CAGRD. Such enrollment can be

necessary, in some cases, to obtain a Designation of Assured Water Supply (DAWS). The

CAGRD then collects the fee directly from the utility. Municipal utilities typically recover

this fee in their rates, eider as a separate "stand alone" fee on each bill, or as part of the

11 general water service rate.

12

13 Q. Please explain the pass-through of Central Arizona Groundwater Replenishment

District fees. ..14

15

16

17

13

19

20

The CAGR.D reviews operating and capital expenses annually, and determines fees based

on those expenses. The CAGRD provides firm and pro-forma projections on these fees

annually. These fees are shown 'm Attachment Moe-1. The Global Utilities propose that

these fees be recovered as a pass-through expense, similar to sales tax expense, as it is a

tax levied on actual consumption of water. The CAGRD rate would likewise be applied to

the individual customer's consumption. Using the 2008/2009 Firm rates from CAGRD's

website, the charges would be calculated as follows:21

22

23

24

25

26

27
4 Global Utilities have focused on obtaining DAWS and not CAWS for better water management
planning. In the DAWS service areas, the individual customers are not subject to this CAGRD
property tax assessment. Instead, the Global Utilities are taxed, not the customer.

A.

18



CAGRD 2008/2009 Firm Rates
290
254

$
$

Phoenix AMA
Penal AMA

per acre foot
per acre foot

0.89$

Customer charge

Phoenix AMA

0.78$

per 1,000
gallons
per 1,000
gallonsPenal AMA

f u

/

1

2

3

4

5

6

7

8

9

10

Currently, none of the Global Utilities are directly charged the CAGRD fees. HoweVer,

WUGT is working on the completion of a Designation of Assured Water Supply

("DAWS"), and will become subject to direct CAGRD fees. Due to the benefits related to

water conservation and regional planning of resources related to a DAWS, it is important

that water utilities who elect to apply for a designation are provided this pass-through to

help offset the costs.

11

12

13

14

15

16

Q- Are there other CAGRD Fees?

17

18

19

20

The CAGRD is currently proposing legislation that would establish bonding authority for

the acquisition of water to Meet its replenishment obligations. The proposal includes fees

associated with the enrollment in the CAGRD based on the obligations undertaken by the

CAGRD as a consequence of that enrollment -- that is the bonds would be funded by fees

assessed to designated providers.

21

22

23

Q- If the bonding levy is passed should they also be passed through?

24

25

26

27

In our opinion, these costs are related to the provision of capacity to the utilities and should

be recovered as a pass through. .

A.

A.

19
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\

1 v. Property Tax Pass Through.

2

3 Q- Please explain the Global Utilities' position on Property Tax expense.

4 A.

5

6

The Global Utilities believe that property taxes have become an increasingly volatile

expense and are concerned that this trend will continue given the current situation of the

economy. Unfortunately, divs is an expense that is outside of the Company's control.

7

8

9

10

11

12

State property taxes are collected by the Arizona Department of Revenue (ADOR) under

authority of Arizona Revised Statutes. According to A.R.S. §42-11002, all property in

this state is subject to taxation except as provided in article IX, Constitution of Arizona,

and article 3 of Chapter 11 of A.R.S. Title 42. Exemptions exist for a variety of business

and operational types of property, but those exemptions do not extend to water and

wastewater utilities. Taxation is based on classification of property:13

14

ARS § 42-12001

17

18

For purposes of taxation, class one is established consisting of the following subclasses:
6. Real and personal property of water, sewer and wastewater utility companies that

are valued at full cash value pursuant to section 42-14151 .

ARS §  42-14151

19

20

21

22

23

24

25

26

A. The department shall annually determine the valuation, in the manner prescribed by

this article, of all property, owned or leased, and used by taxpayers in the following

businesses :
1. Operation of a natural gas distribution system.

2. Operation of a water utility system.
3. Operation of a sewer System or wastewater treatment facility.

4. Operation of an electric generation facility.

5. Operation of an electric transmission or distribution system.
B. For the purposes of this article, "generation of electricity" means the process of taking

a source of energy, including coal, natural gas, oil, nuclear fuel or renewable sources
and converting the energy into electricity to be delivered to customers througlra
transmission and distribution system. .

27

15

16

Full Cash Value is determined in accordance with ARS § 42-14153 :

20
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I

1

2

A. On or before August 31 of each year due department shall find the full cash value of
the property of each property that is listed in section 42- 14151 and that operates in

'this state.

B. On or before November 30 the department shall transmit to the respective county
3

4

5

6

7

assessors :

1. The valuations of these properties in each taxing district.

2. An estimate of the net valuation of properties that are subject to voluntary
contributions pursuant to section 48-2.42. The taxing jurisdiction shall use

the estimate to estimate die amount of voluntary contributions to be
received for the purpose of finalizing budget and property tax levies

pursuant to chapter 17 of this title.
C. The valuations required by this section are the values determined as of January 1 of

the valuation year.
8

9

10

11

12

13

14

Full Cash Value is defined in ARS §42-11001 as follows:

"Full cash value" for property tax purposes means the value determined as
prescribed by statute. If no statutory method is prescribed, full cash value is
synonymous with market value which means the estimate of value that is derived
annually by using standard appraisal methods and techniques. Full cash value is the
basis for assessing, fixing, determining and levying secondary property taxes, Full
cash value shall not be greater Dian market value regardless of the method
prescribed to determine value for property tax purposes. ,

kl the case of water and sewer utilities, the state has determined that Full Cash Value is:

15

16

17
18

19

20

Full Cash Value = 2 x (Average Gross Revenue for 3 Years) + 10% of CWIP

Licensed Vehicles
l
5

21

22

23

(See Attachment Moe-2, Arizona Department of Revenue memorandum dated January 3,

2001). Property Taxes are computed by multiplying the Full Cash Value by the assessed

valuation percentage (ARS §42-15001) and further multiplying by the specific taxation

rate in the tax district.

Property Taxes = FCV x Assessment x Property Rate
2,4

25

26 I

27

21
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1 This formula calculates the following 2009 property taxes for the Global Utilitiesl

2

3

4

5

SCWC
PVUC
VWC - Town Division
VWC - Greater Buckeye Division
WUGT
Willow Valley

$423,523
$280,397
$118368
$15,527
$7,143
$21,324

6

7

8

The wastewater rules specifically allow for recovery Of taxes imposed upon the utility flat

are based OH gross revenues:

9

10

11

AAC R14-2-608. Billing and collection

D. Applicable tariffs, prepayment, failure to receive, commencement date, taxes

12

13

14

5. In addition to the collection of regular rates, each utility may collect from
its customers a proportionate share of any privilege, sales or use tax, or
other imposition based on die gross revenues received by the utility.

15

16

17

18

19

On die basis of this mis, it is clear that property taxes for a wastewater utility, based as

they are on gross revenues received by the utility, are recoverable directly from rate payers.

The ACC's water rules are slightly less clear, as they do not contain the additional phrase

"or other imposition based on the gross revenues received by the utility."

AAC R14-2-409. Billing and collection

20

21

22 D. Applicable tariffs, prepayment, failure to receive, commencement date, taxes
I

23 5. In addition to the collection of regular rates, each utility may collect from
its customers a proportionate share of any privilege, sales or use tax.

. 24 .

25

.26

27

However, even under this rule, property tax should be considered a "privilege, sales or use

tax" because property tax for water compaNies is based directly on the water sales, as

described in ADOR's January 3, 2001 memorandum.

22
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What do the Global Utilities propose for the treatment of Property Taxes?

The Global Utilities propose that a property tax rate is calculated based upon the

calculation of property taxes and estimated revenues, and applied to a customer's bill.

Any over- or under-collection would be applied to subsequent year's calculation. I have

provided a basic example to demonstrate the mechanics of the calculation.

L

Example:
Year 1
Calculations
2009 Property
Tax
2009 Estimated Revenues
2009 Property Tax Rate

$
$

500,000
10,000,000

5.00%

S 10,250,000

Year 2
Calculations
2009 Actual Revenues
2009 Property Tax
Collected $ 512,500

$ 12,500Over/(Under) Collection
2010 Property
Tax
Amount to be Collected
2010 Estimated Revenues
2010 Property Tax Rate

§
$
$

550,000
537,500

10,500,000
5.12%

Since any over~ or under-collection is treated through the mechanism, the Global Utilities

believe its proposal is in the interest to both ratepayers and shareholders.

Franchise Fee Pass Through.

Please explain the Public Private Partnership (PP) agreements signed by Global

Parent.

1 Q.

2 A.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21
22 vi.

23

24 Q-

25
26 A.

27

Global Water believes very strongly in developing good relationships with the

communities served by the Global Utilities. This includes die need for cooperation with

I

23
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9.1

1 the cities we serve. The Pos serve to formalize the close relationship we have developed

with the Cities of Maricopa and Casa Grande. The Pos provide a number of benefits to2

3

4 •

5

both parties :

Close cooperation O11 water conservation measures 7

Mutual exchange of development information, such as building permits, GIS data

and water hook-ups ,6

7

8

Coordination of Regional Planning;

Coordination of  the City's obligation under Arizona's Growing Smarter

legislation;9

10

11

Emergency services co-ordination via SCADA (fire flow responses etc)

Expedited processing of certain permits ,

A commitment to meet and discuss issues often, and12

13 Access to public streets rights of way.

14

15 Q- How many Pos has Global Parent signed?

16 Global Parent has P33 with the City of Maricopa, the City of Casa Grande and the City of

Eloy.17

18

19

20

Q- How do the Pos relate to water conservation?

21

22

23

One of the main reasons the cities signed the Pos was their deep concern about future

water res ounces. They fully understood the benefits of integrated utilities that can

provide state-of-die-art water conservation, such as the Global Utilities "Total Water

Management" program. Indeed, the Pos provide for close cooperation on water

COII1S€1"V8tlO]1 measures u24

25

26

27

A.

A.

24
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1 Q- Please explain Global's proposed pass-through of Franchise fees.

2

3

4

5

The PP agreements allow the City of Maricopa and the City of Casa Grande (the "Cities")

to facilitate and manage future growdi 'm accordance with its obligations under the

Growing Smarter legislation and Growing Smarter Plus legislation enacted into law by the

Arizona Legislature. The Cities have identified land areas as their muNicipal planning

areas ("MPA") as future annexations.6

7
I
I

8

9 I

I

10

11

The PP agreements have formalized the close relationship that the Global Utilities strive

for with the communities they serve, and they have facilitated the cooperation and

commitment of both the municipalities and the utilities to maximize Water conservation

within the MPAs. The Pos allow the Global Utilities access to Cities public rights-of~way

12 and to work within the Cities IVIPA.

13

14

15

16

There are two components to the fees due under the Pos. The first fee is to be paid by

Global Parent based 011 a set amount for each new meter hook-up. We are not proposing

any rate treatment of that fee.

17

18

19

20

21

22

23

24

The second fee is a franchise-like fee based on water, wastewater and recycled water

revenues earned within the cities' municipal planning areas. This franchise-like fee is

specifically linked to die "operating/license agreement" that allows the Global Utilities to

use the public rights of way. Because this franchise fee is based on gross revenues; it is

like sales taxes, and it is therefore appropriate for a pass-through mechanism. If the ACC

does not believe a pass through mechanism is appropriate, then expenses need to be

increased for recovery.

25

26 Q- Does this conclude your direct testimony?

27 A. Yes.
J

A.

25
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Adopted: June 19, 2008
CENTRAL ARIZONA

GROUNDWATER REPLENISHMENT DISTRICT
FINAL 2008/09 AND 2009/10 RATE SCHEDULE

Himoric Firm Firm Advisory
2007/08 2008109 2009/10 2010/11 2011/12 2012/13 2013/14

Phoenix Active Manaqement Area

Water 8¢Replenishment Component 1

Administrative Component 2

Infrastructure 8: Water Rights Component 3

Replenishment Reserve Charge 4

Total Assessment Rate (S/AF)

$ 1 1 2 $ 1 : s 4 $14a $ 1 5 4 $ 1 5 7 $ 1 s 2 $ 1 6 6

28 v 33 33 31 . 29 27 25

79 90 101 112 115 118 122

21 33 41 49 .57 60 BE

$ 240 s.  290 $ 318 $ 348 $ 358 $ 367 $ 378

$ 87 $ 1 0 0 $ 1 0 7 $

28 33 33

79 90 101

25 so 38

$  219 $ 254 $ 279 $

117 s  117 s  125 $ 134

31 29 27 . 25

112 115 118 122

45 51 54 56

sos $ 312 $ 324 s  3 3 7

Pinal Active Management Area

Water 8. Replenishment Component 1

Administrative Component 2

Infrastructure & Water Rights Component 3

Replenishment Reserve Charge 4

Total Assessment Rate ($/AF)

Tucson Active Management Area

Water & Replenishment Component 1

Administrative Component 2

Infrastructure 8. Water Rights Component 3

Replenishment Reserve Charge 4

Total Assessment Rate ($/AF)

U

$  133 $ 143 $ 153 $ 164 $ 161 $ 158 s  1 7 7

28 33 33 31 29 27 25

79 90 101 112 115 118 122

25 39 48 54 S1 65 67

$ 265 $ 305 $ 333 $ 361 $ 386 $ 378 $ 391

Contract Replenishment Tax - Scottsdale 5

Cost of Water

Cost of Transportation

Cost of Replenishment

Administrative Component 2

Total Tax Rate ($/AF)

s  108 $ 142 $ 12s $  133 $ 139 $ 136 $ 144

0 0 0 0 O 0 0

0 0 0 0 . 0 0 0

28 33 33 31 29 27 25

$ 136 s  145 s  153 $ 164 s  16a $ 163 $ 169

Er!rolIment Fag e

Activation Fee e

$ 23$ 74$ a3$ 92$ 94$ 96$100
$ 53$ 72$ 81$ 90$ 92$ 94$ 9B

.4
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Adopted: June 19, 2008

CENTRAL ARIZONA
GROUNDWATER REPLENISHMENT DISTRICT
FlNAL 2008109Ano 2009/10 RATE SCHEDULE K

N O T E S :

1

2

3
r

4

5

B

The Water 8= Replenishment Component includes the projected cost to purchase and recharge water and effluent.
For rate development purposes it was assumed that the replenishment of effluent would have the same cost as
Excess CAP water recharged at a CAP state demonstration recharge project. The total volume to be purchased and
replenished includes the replenishment obligation plus e sufficient volume to offset losses insulTed during the
replenishment process (generally 1% to 2.5%). For the Phoenix Active Management Area (AmA), replenishment will
be accomplished at direct underground storage facilities (u SFs) and groundwater savings facilities (GS Fs). For the
Penal AMA. replenishment will be accomplished at GSFs. For the Tucson AMA, replenishment will be accomplished
at USFs.

The Administrative Component is designed to cover all CAGRD administrative costs. $2/AF has been added to this
component to help fund the CAGRD corlseniation program.

The Infrastructure s. Water Rights Component was established to provide funds to (t) purchase long-term rights to
water as opportunities arise, and (2) construct additional infrastructure facilities as the need arises in the future .

The Replenishment Reserve Charge is based on a program to establish a replenishment reserve of long-temt
.storage credits as required by statutes. Excess CAP water will be purchased at the CAP Incentive Recharge rate
and stored at a combination of USFs and GSFs in the Phoenix and Tucson AMAs. In the Penal AMA, credits will be
purchased from CAP at the incentive recharge rate in accordance with Board policy adopted on October 6, 2005.
This charge will be levied as provided in ARS Sections 48-3774.01 and48-378001.

*The components of the Contract Replenishment Tax - Scottsdale reflect the provisions in the Water Availability
Status Contract to Replenish Groundwater Between CAWCD and Scottsdale. The rates reflect the assumption that
Excess CAP'water will beavaiiable' to meetthe associated oontract replenishmentobligations.r . . .

The Enrollment Fee and Activation Fee reflect the fees established pursuant to the CAGRD Enrollment Fee and
Activation Fee Policy adopted by the Board on May 1, 2008. $2 per housing unit is included in the enrollment fee to
help fund CAGRD's conservation program.

Page 2 of 2
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.ARiZONA DEPARTMENT OF REVENUE
-

PROPERTY TAX DIVISIUN
1600 West Monroe, Room 820, Phoenix, Arlzann 85807

Telephone:(602)542-3529 Fncalmlk: (601)542-5667
r

JANE DEE HULL
GOVERNOR

MARK w. KLLIJAN
DIRECTOR

' »
I

January3~2001

To: Arizona Water and Sewer Utility Companies

From: charl37I'Mur?~ay1Leyba, Administrator, Valuation Section

Re: Modification of Valu'atian Formula

. m * i
- . 1

¥-85~:-i";l5=
-Cb lb

Gentlemen: . .

After careful study and consideration, the Arizona Department of Revenue and the
Water Utiities Association d Arizona have reached an agreement on a change in the
valuation formula for water and sewer utility companies for property tax purposes.
The goal of the Department and the Association was to arrive at a valuation formula
that would: (1) produce predlctabe values;~(2) be easy to administer, (3) he easy Tb
report; (4) produce logical results- (5) be norm-oontroversial; and, (5) produce a
minimum tax Impact from the plevlous year. it Is our joint opinion that these goals
have been met by this new formula. Further, it Is hoped that this new ~valuation
methodology will assist your company in your future dealings with the Arizona
Corporation comMlselonragardlng proieotlons of future property tax expense.

The Department using the following formula, Elli value all water and sewer
companies In Arizona beginning witl-l the valuation for Tax Year 2002 (Vacation year
as ofdanuary 1. 2001): :

c

The value of all water and sewer utility companies, for properly tax
purposes, will be computed by multiplying the average of, the three
previous years of reported gross revenues of the Company by a factor of
two (2). . . .
If the taxpayer reports less than three (3) years gross Income, but reports
income for the previous calendar year, the average groserevenuewitl be
calculated based on the average of-those years wt reported revenues.

If the taxpayer fails to report gross revenue or any other information
required to calculate the value, the taxpayer will be notified of the
incomplete filing end wm be eublectto late filing fees. The Department will
than estimate the value of the properly. -

1-~.-u-\ .-'vqra 1 r"n1'  ' in I r;*~p>. l  ¢- =r» H1:m =:. I -en 1 A=1rr W'-91 wvnwua

1
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page 2
Arizona Water and Sewer Utility CompaNies 'Waft

January 372001

• Construction Work In Progress will be valued at ten percent (10%) of cost
as of December 31 of the most recent calendar year

» The net book cost of licensed vehicles will be deducted from the value
Indicated by the gross revenues

• To accurately assess ongoing business operations. and to achieve
comparability, further adjustments may be necessary

Your corNlaenfs Tex liability, as a percentage of gross revenues, produced by this
new valuation formula can be eatlmarted as follows

Valuation Factor

Times Assessment Ratio 25°

Times Tax Rate 1 DODla-Q-J

Estimated % Tax uabiliiy . 5.00%

Total Primary and Secondary tax rates for taxing dlstrici(s) Lr: which properly is
located

The .estimated tax liabilities 'should range somewhere between 2.5% and 8.5% of
gross revenues in most Instances, depending on the tax rates for the area fn which
company is located '

This 'change in valuation methodology will be reflected in the annual Property Tax
Fcmm, which will be mailed to you bathe middle or January 2001. We look forward
with working with you on the modilicailcn of the valuation formula. If you have any
questions regarding this change. and how .it may affect your company, please
contact Bob Williams or Carole 0'Brlen of our eectiorl at (602) 542-3529 .
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1.

Q,

Rate Base.

Did you review Staffs adjustments to rate base?

Yes. Global witnesses Trevor Hill and Matt Rowell address the ICFA issue. In addition,

although the Company disagrees with Staff' s adjustment imputing CIAC, Staff has made

an error in its calculation of the amortization of imputed CIAC for Palo Verde. Staff uses

Santa Cruz's historic plant balances in its amortization calculation instead of Palo Verde's

historic plant balances.

Have you reviewed RUCO's adjustments to rate base?

Yes. The Company accepts RUCO's adj ustments to rate base related to their recalculation

of Accumulated Depreciation. The Company does not accept RUCO's adjustments to

plant in service, as it appears that they are related to misplaced links in the RUCO's

worldng papers. The Company's adjustments decrease/(increase) Accumulated

Depreciation are as follows:

Palo Verde
Santa Cruz
Valencia - TD
Valencia - GBD
WUGT
Willow Valley

$373,408
641,535
203,589
(33,680)
(34,410)
(44,015)

Please summarize each party's proposed rate base.

Each party's proposed rate base for each Company is as follows:

StaffCompany RUCO

Palo Verde
Santa Cruz
Valencia TD
Valencia - GBD
WUGT
Willow Valley

$64,011,238
45,902,454
4,443,607

895,377
2,563,849
2,207,149

$53,470,597
39,155,692
4,240,018

929,057
(6,123,255)

2,251,164

$64,011,238
45,902,454
4,539,198

895,377
2,563,849
2,177,504

1
2
3 A.

4
5
6
7
8
9 Q-

10 A.

11
12
13
14
15
16
17
18
19 Q.

20 A.
21
22
23
24
25
26
27 Total $120,023,674 $93,923,273 $120,089,620

l



1 II. Operating Income.

2

Q. Have you reviewed Staff and RUCO's adjustments to Operating Income?3

4 Yes .

A. Staff Adjustment - Revenue and Expense Annualization.

Q- Please discuss Staffs adjustment regarding revenue and expense annualization.

5

6

7

8

9

10

11

12

I

Staff recommends removing the Colnpany's proposed revenue and expense adjustment for

Palo Verde, Santa Cruz, Valencia TD and Valencia GBD due to an increase in customer

counts after the test year.

Q. What is the Company's position on this adjustment?

The Company accepts Staffs adjustment and proposes removal of its original adjustments

for the Global Utilities as detailed in the rebuttal schedules under Schedule C-2, Page 2.

B. Staff Adjustment - Salon°es, Wages, Pensions and Benefits.

13

14

15

16

17

18

19

20

21

Q. Please discuss Staff's adjustment regarding Salaries & Wages and Pensions &

Benefits.

22

23

Stair recommends reclassification of the expenses in these accounts to Account No. 634,

Contractual Services - Management Fees. There is no effect on operating expenses or

operating income.

24

25

26

Q- What is the Company's position on this adjustment?

27

The Company is not making the adjustment at this time. The Company maintains there is

better transparency concerning the level of this expense by leaving the accounting

A.

A.

A.

A.

2



1 treatment as is, rather than combining it with the other expenses included in Contractual

Services.2

3

4

5

C. Staff Adjustment - Materials and Supplies, Acct.Nos.620.08 and720.08.

6

7

8

9

10

Q- Does the Company agree with Staffs adjustment to Materials and Supplies, Account

Nos. 620.08 and '720.08?

13

14

15

16

17

18

19

20

21

22

23

24

25

No. Staff s adjustment makes incorrect assumptions about expenses prior to the test year.

Using the NARUC Uniform System of Accounts as the guideline, the Company maps

general and otiice expenses to Materials and Supplies 620.08 or 720.08 (the ".08" refem'ng

to administrative and general expenses). Prior to the test year, all office expenses were

allocated to the utilities through GWM invoicing, and accounted for under Contractual

Services - Management Fees. As Staff mentions, and as discussed in the Direct Testimony

of Mr. Barber, the Company implemented a cost-allocation methodology which served to

directly allocate costs to the extent possible. The Company cannot go backwards and

review every invoice from prior years to determine how it would have been allocated under

the current methodology, nor can it review every single invoice from the test year to

determine how it would have been allocated under the prior methodology. It does not

seem logical to assume that the utilities had zero or practically zero office expense in prior

years and to use that assumption in the calculation of a normalized cost. Indeed, there

would be nothing "normal" about such a "normalized" cost, and it would not be a realistic

reflection of either historic costs, or expected future costs. The "wide fluctuations"

(Brown DT, Pg 18 In 16-17) are entirely related to the change in cost allocation as

requested by Staff, which provides more transparency in what actual costs the utility is

incurring, as opposed to a wide variety of costs simply being placed in Contractual

Services - Management Fees.26

27

A.

3



1

2

3

4

5

6

7

Additionally, most of the utilities had experienced significant growth over the previous

three years (for example, Santa Cruz and Palo Verde added 9,218 connections each, over

50% of total current connections). This dramatic growth makes the use of a three year

historical average impractical 'm accomplishing an accurate normalization of costs, as Staff

has done in this adjustment. The use of a three-year historical average can be a solid basis

for a normalization adj vestment when customer counts are relatively steady. But in a high

growth environment a three year average does not produce an accurate representation of

the relevant costs.

Q- Staff states it sent a data request for all test year invoices for the materials and

supplies expenses for account nos. 620.08 and 720.08 on May 2, 2009, yet the

Company did not provide the requested information until September 22, 2009, thus

affecting Staff's time to audit the documents and incorporate its findings in direct

testimony. Can you please respond to Staff's statements regarding this data request.

Yes, the Global Utilities do not agree wide StatE's depiction of the events regarding this

data request. In response to Staffs data request dated May 2, 2009, the Global Utilities

responded with the following on May 18, 2009:

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Expenses hitting this line item were coded to contract services
- management (acct#83707) in 2007 and allocated through the
old GWM invoicing process. These costs are now accounted
for at the appropriate utility account, whether a direct cost or
through GWI invoicing.

The supporting documentation is voluminous. Please schedule
an on-site visit and we will make the records available for
inspection. If you could provide a list of samples you would like
to audit, we will work to have die records ready for your visit.

23

24

25

26

27

Staff made 8 on-site visits during its audit. Most of this time was spent auditing plant

records. During these 8 visits Staff did not mention the invoices for accounts 620.08 and

A.

4



1

2

3

720.08 until August 27, 2009, which was Staffs final on-site visit. Then, Staff made its

request and once again requested all invoices for Contract Services, Fuel for Purchased

Power Production and Materials & Supplies (account nos. 620, 620.08, 720 and 720.08

were all mentioned in relation to materials and supplies) to be provided on compact disc.

Prior to this, the Company had not received any requests from Staff related to these

accounts since the original May 2, 2009, data request.

4

5

6

7

8

9

10

11

12

13

14

The Company askedStaff if samples from those accounts could be selected, as trying to

gather, organize and scan all of the invoices would be extremely time-consuming and

burdensome to the Company. Staff stated they needed adj invoice support. The Company

was able to provide the scanned support for Contract Services and Fuel for Purchased

Power Production on September ll, 2009. This scanned documentation included 4,300

pages of invoices. Due to extra time required as a result of the amount of invoice support

required for Materials & Supplies, the Global Utilities were unable to provide the scanned

support until September 22, 2009. The additional documentation provided on September

22, 2009 included 2,264 pages of invoices.

D. Staff Operating Income Adjustment - Contractual Services - Management

15

16

17

18

19

20

Fees.

Q- Please respond to Staff's Adjustment to Contractual Services - Management Fees.21

22

23

24

25

26

27

A. The Company accepts Staff' s adj vestment to Contractual Services - Management Fees with

one exception. In regards to the portion dealing with bonuses, Staff removes bonuses in

two portions, indirect and direct. The "indirect" portionStaff refers to is included in the

"direct" balance. This results in the same expense being removed twice. The corrected

adjustment reducing operating expense to each utility is as follows:

5



$26,716
36,447
55,315

7,016
4,629

Palo Verde
Santa Cruz
Valencia, TD
Valencia,
GBD
WUGT
Willow
V8.ll€y 21,372

E. Staff Operating Income Adjustment - Purchased Power.

Q. Please respond to Staff's adjustment to purchased power expense.

The Company accepts Staff' s adjustment to Purchased Power for WUGT. However,

Staff' s calculation of water loss percentage is erroneous. It is mathematically incorrect to

use an average of averages 'm the calculation of water loss. Instead, a weighted average

should be used. Each water system has different pumping levels, and each system's water

loss should be weighted accordingly. The Global Utilities provide the following

calculation for WUGT's percentage water loss:

Pumped Water Weighted

Water System
Garden City
Roseview
WPE #1
WPE #6
Tuple
Buckeye Ranch
Dixie
Sunshine

Sold
(in

l,000's)
1,960
2,212

342
1,758

444
12,521
4,023
15,745

(in 1,000's)
2,560
2,413

499
2,530

514
13,929
5,656
16,375

Loss
23.4%
8.3%

31.5%
30.5%
13.6%
10.1%
28.9%

Average

3.8%-

1.3%
0.5%
0.4%
1.7%
0.2%
3.2%
3.7%
1.4%

Total 39,005 44,476 12.3%

1

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Thus, the weighted average water loss is 12.3%. This is 2.3% over the water loss allowed

by Staff Engineering. The water loss percentage of2..3% applied to GT's Purchased

6



Power expense results in a decrease of $372. The Global Utilities' adjustment to

Purchased Power is shown in its rebuttal schedules, Schedule C-2.

F. Staff Operating Income Adjustment - Bad Debt Expense.

Q- Please respond to Staff's adjustment to bad debt expense.

1

2

3

4

5

6

7 A.

8

9

10

Staffs adj vestment incorrectly focuses and uses the actual bad debt write-offs. This is

incorrect as bad debt write-offs are a reduction to Allowance for Doubtful Accounts and

Accounts Receivable, there is no effect on expenses. Bad Debt Expense, however, is a

calculation made based upon an aging of receivables and the recognition that some

customer bills may never be paid, this calculation is required by GAAP for conservatism.

Staff' s adj vestment is alf to comparing apples and pears, they're both fruit and somewhat

similar-looking, but they are not the same thing.

11

12

13

14

15

16

17

18

19

20

21

22

To avoid further argument, the Global Utilities will remove their original adjustments and

use actual test year bad debt expense balances as the basis for the percentage of revenue

calculation. Additionally, neither Staff nor RUCOadjusted bad debt expense to account

for their recommended levels of revenues. The Global Utilities continue to support the

need for an adjustment related to the increase in revenue requirement. The Global Utilities

have calculated the rate as the test year adj used bad debt expense divided by tlle adjusted

test year total revenues. The calculation is shown in each utility's rebuttal schedules on

Schedule C-2, page 3.

23

24

25

26

27

7



1 G. Staff Operating Income Adjustment - Depreciation Expense.

2

3 Q- Please respond to Staff's adjustment to Depreciation Expense.

4

5

A. The Company disagrees with Staff's adjustment to Depreciation Expense, as it disagrees

with StotT's imputation of CIAC. Additionally, Staff reduced Depreciation Expense by the

Accumulated Amortization of CIAC. This violates the matching principle of accounting.

According to the NARUC Uniform System of Accounts (US OA), the concurrent credit for

the amortization of CIAC shall be made to Depreciation Expense.1 Start' s reduction to

Depreciation Expense is overstated due to this misapplication .

6

7

8

9

10

H. Operating Income - Property Tax Pass-Through.11

12

13

14

Q. Please respond to Staff and RUCO's positions on the Property Tax Pass-Through.

Both Staff and RUCO are opposed to the implementation of a Property Tax Pass-Through.

Q. How do the Global Utilities respond?

15

16

17

18

19

20

21

22

23

24

25

The Global Utilities agree with Staff that a pass through for Properly Tax may be difficult

to easily manage and that an adjustor would be more appropriate, and thus we propose the

implementation of an adj Astor.

26

27

Staff does not recommend an adjustor for Global Utilities, stating property taxes are not a

significant portion of operating expenses. The Global Utilities disagree with Staff' s

assessment of property taxes. For example, over Santa Cnlz's three-year history on

Schedule E-2, Property Tax has moved from 2.2% of operating expenses in 2006 to 5.8%

in 2008, demonstrating a significant level of volatility. In fact, property taxes range from

2.7% to 6.4% of the operating expenses, and in some eases are equivalent to the power and

A.

A.

1 See NARUC Unifonn System of Accounts, Section 272.C,1996

8



1

2

3

4

treatment costs. Since the Commission has considered power and treatment costs adjustors

in the past, it is our belief that some form of adjustor or pass through is appropriate in these

cases. See Exhibit Moe-Rebuttal-1 for a description of the adjustor.

5

6

7

8

9

10

11

With further respect to the volatility of property tax stability, I suggest that Staff is

incorrect in its assessment. One, the state's municipal budgets will likely require increases

in personal and property taxes in the future. Two, the process of changing rates is a

straightforward one, in which rates can be adjusted very quickly. For instance, I have

enclosed as Exhibit Moe-Rebuttal-2, City of Maricopa Ordinance Number 05-05, which

shows an increase in taxation of construction contracting activities firm 2% to 3.5%

approved by the City in February 2005. The magnitude of such an increase, were it

applied to property tax assessments would be very destructive to net revenues - even in the

context of a 3 year averaging period.

12

13

14

Q- Does the Company have any other concerns regarding Property Tax?

A. Yes, it appears that RUCO may have used the wrong property tax rates in their calculation,

thus resulting in a calculation which is lower Haag it should be.

15

16

17

18

19

20

21

1. Operating Income - Income Taxes.

Q. Please respond to Staff and RUCO's adjustments to Income Taxes.

22

23

24

25

26

The Company does not have any issues with the calculations made by Staff and RUCO.

The differences in Income Tax calculations between all parties are related to each party's

differing levels of operating income.

27

A.

9



CAGRD 2009/2010 Firm Rates
318
279

s
$

Phoenix AMA
Pima] AMA

per acre foot
per acre foot

0.98S

Customer 0h@3£88

Phoenix AMA

0.86

per 1,000
gallons
per 1,000
gallonsPinal AMA $

III. CAGRD Pass Through.

Please explain Staff and RUCO's position in regards to the CAGRD Pass Through.

Both Staff and RUCO are opposed to the implementation of die commodity-based

CAGRD Pass Through. Both parties essentially argue that none of the utilities are

currently paying CAGRD fees and that the costs are not known and measurable.

Do you agree?

No. Since the CAGRD rates are based on consumption, Ms is truly a cost which is 100%

based on customer consumption for utilities which obtain a DAWS. Please refer to Mr.

Simmonds' testimony in regards to the benefits of obtaining a DAWS. CAGRD's

2009/2010 Firm Rates are shown in this table:

1

2

3 Q-

4 A.

5

6

7

8 Q-

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

I would also disagree that the costs are not known and measurable. Assuming the rates

mentioned above for the Phoenix AMA, if a utility completed its DAWS December 31,

2009, and sold 10,000 gallons of water to a customer in January, the cost would be $9.80,

It should also be noted that this is simply a transfer of responsibility of the CAGRD

assessment to the using party. In the case of developments operating under a Certificate of

Assured Water Supply, the individual homeowners are assessed through their property tax

at the same cost.

10



If CAGRD happened to change its rate, the new rate would easily be applied. Just as when

a sales tax rate is changed, the commodity-based pass through could be adj used

accordingly. For all intents and purposes, the pass through rate would be known and

measurable at the time it is applied.

Denial of the pass through potentially places from an expense of $.86 to $.98 per 1,000

gallons of customer usage on a company that chooses to pursue a DAWS. This is a cost

directly related to customer consumption, but customers would not get the "cost signal"

related to these costs until a future rate case is processed. As RUCO mentions, it also does

not qualiiy as a "privilege, sales or use tax" since the CAGRD fees are not based on sales

revenue. These costs are solely based on consumption. There is no more efficient way to

handle these costs than a commodity-based pass through surcharge.

The bottom line is the approved of the CAGRD pass through helps protect the financial

health of the utility and sends the appropriate price signal related to water usage. If the

Commission does not find a pass through to be appropriate at this time, the Company

proposes an adj Astor mechanism similar to that recommended by Staff in the Johnson

Utilities case (Jaress page 38, line 5-8).

I v . Franchise Fee Pass Through.

Please summarize the Staff and RUCO position on the Franchise Fee pass through.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 Q.

23 A.

24

25

26

27

Staff is opposed to the Company proposal for a Franchise Fee pass dirough and also

recommends denial of the costs entirely because no franchise election has been held.

RUC() is opposed to the Franchise Fee pass through, but recommends rate recovery and

has made an adjustment including the costs based on its proposed revenues.

11



Q. What is the Global Utilities' position after reading the Staff and RUCO1

2

3

4

recommendations?

5

6

The Global Utilities continue to support a Franchise Fee pass through. Global agreed to

these contracts, in good faith, to obtain the numerous benefits to our customers provided

by these contracts, recognizing that the municipalities would be entitled franchise fees

upon implementation of franchise agreements. The Maricopa and Casa Grande City

Councils voted to approve these agreements, and the city councils have chosen not to

pursue franchise elections at this time. The Commission should recognize that these

actions were made the by elected representatives of the people of those cities, and respect

their choices. These fees are based entirely on sales and pass-through treatment is

appropriate.

However, should the Commission deny pass-through treatment, then recognizing these

fees in revenue requirement as recommended by RUCO would be appropriate.

v. Distributed Renewable Energv Recovery Tariff.

Q. Please summarize the Staff and RUCO position on the Global Utilities' request for a

Distributed Renewable Energy Recovery Tariff.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Both Staff and RUCO recommend denial of the Distributed Renewable Energy Recovery

Tariff

Q. Do you agree?23

24

25

26

27

No. Mr Rigsby states:

While it is true that legislation has been passed which encourages
the installation of devices that employ solar technology, there has
been no federal or state legislation that actually requires
individuals or businesses to actually install equipment that uses

A.

A.

A.

12



I

1

2

3

4

solar technology. Even more importantly, RUCO believes that
uncertainties that exist regarding the financing aspects of
obtaining such devices, not to mention the overall impacts that
the devices may have on annual utility operation and
maintenance costs, should be scrutinized in the context of a full
rate case proceeding as opposed to the limited type of analysis
that would occur in an ACRM filing that comes before the
Commission.

5

6

7

I

8

9

10

It is true that there is no legislative requirement to achieve power self-sufficiency. That

fact does not recognize the reality of our current situation. Power is, next to labor costs,

the single highest cost for utilities. Compounding this is the link between water and power

- the generation of power requires substantial amounts of water, and the

production/transmission of water requires substantial power. In a world destined to be

constrained by the realities of carbon management and water scarcity, it benefits our

consumers to mitigate those effects today.

11

12

13

14

15

16

In many ways the situation is similar to the regional planning imperative that exists today

to deal with water scarcity. Investing in infrastructure today can assist in achieving

sustainability in the future. Not taking the steps today, will eliminate options in our future.
17

18

19

20

21

22

The Global Utilities are dedicated to Total Water Management, as discussed in Mr. HilTs

Rebuttal Testimony. The Global Utilities develop their systems for water sustainability for

the future of Arizona, they are not the "cheapest" systems that can be built. Simply taking

recycled water out of the systems would cut costs. However, the Global Utilities will

continue to build water and wastewater systems implementing the use of recycled water

because it doing die right thing and the necessary thing for Arizona's future. Although

these systems may not be the cheapest from day one, if properly planned the efficiencies

can be recognized throughout the system life.

23

24

25

26

27

13



Q- How does this apply to the proposal of a Distributed Renewable Energy Recovery1

2 Tariff?

3

4

5

6

The use of renewable energy is similar. It is simply the right dying to do. The Commission

has placed the Renewable Energy Standard on electric utilities, despite the fact that

renewable energies are not currently the "cheapest" source of electricity. It may take time

before customers fully recognize the cost benefits, but the additional benefits such as

potential offset to future increases in energy costs, reduction to pollutants in the air, etc.,

cannot necessarily be quantified at this time.

7

8

9

10

11

12

Q- Staff states there are some risks associated with 'investing in solar power to run water

and wastewater plants (Jaress Direct Testimony page 40). How does the Company

respond?

13

14

15

It appears Staffs risks amount to a list of possible "what if" scenarios. Yes, the

technologies are still evolving. Every electric utility in the state deals with this risk. For

16

17

18

19

20

21

22

23

24

the benefit of the community, we cannot afford inactivity out of fear. Next month, a new

technology to remove arsenic could be developed which is more efficient than any current

options and costs very little. That does not mean that we will not use existing technology

to treat arsenic. It is important to do what we can with what is available, and those actions

will be reviewed to determine if they are reasonable and prudent. Additionally, the

Commission's REST rules encourage electric utilities to incant theirresidential customers

to install solar facilities on their homes. If the risk profile of solar installations is

appropriate for residences, I do not see how it could be considered too risky for a company

with the technical expertise of Global.

25

26

27

A.

A.

14



1 Q~ RUCO states that "there is no law or regulation currently in effect that requires

individuals or businesses to purchase and install the types of devices that Global

Utilities wants to employ in the operation of the Conlpany's plant facilities" (Rigsby

Direct Testimony page 11). How do you respond?

2

3

4

5 A.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

I agree, except for regulation on electric utilities in Arizona. However, the Global Utilities

feel very strongly that they have a social obligation to do more than the bare minimum.

15
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$ 400,000
1,500,000

0.27

1

2

3 $

Rate Case Calculated Property Tax
Test Year Gallons Sold (in 1,000's)
Commodity Base Rate (Line 1 I Line 2)

s
$

4
5
6
7
8
9

$
$
$

375,000
1,522,500

406,000
(31,000)

(0.02)

Year 1
Property Tax Adjustor
Actual Properly Tax Expense
Growth of 1.5% - Gallons Sold (in 1,00D's)
Property Tax Recovered (Line 4 * Line B)
Under/(Over) Recovery (Line 5 - Line 7)
Adjustment to Property Tax Adjustor Surcharge (Line 8 / Line 6)

(0.02)$
$ 450,000

1 ,545,338
380,625
69,375

0.04

'10
11
12
13
14
15

s
$
$

Year 2
Property Tax Adjustor (Line 9)
Actual Property Tax Expense
Growth of 1.5% - Gallons Sold (in 1 000's)
Property Tax Recovered ([Line 3 + Line 10] * Line 12)
Under/(Over) Recovery (Line 11 - Line 13)
Adjustment to Property Tax Adjustor Surcharge (Line 14 I Line 12)

0.02s
$ 550,000

1,568 518
456,750

93,250
0.06

16
17
18
19
20
21

s
3
$

Year 3
Property Tax Adjustor (Line 10 + Line 15)
Actual Property Tax Expense
Growth of 1.5% - Gallons Sold (in 1,0D0's)
Property Tax Recovered ([Line 3 + Line 16] * Line 18)
Underly(Over) Recovery (Line 17 - Line 19)
Adjustment to Property Tax Adjustor Surcharge (Line 20 I Line 18)

0.08$
$ 700,000

1,592,045
558,250
141,750

0.09

22
23
24
25
26
27

$
$
3

Year 4
Property Tax Adjustor (Line 16 + Line 21)
Actual Property Tax Expense
Growth of 1.5% - Gallons Sold (in 1,000'S)
Property Tax Recovered ([Line 3 + Line 221 * Line 24)
Under/(Over) Recovery (Line 23 - Line 25)
Adjustment to Property Tax Adjustor Surcharge (Line 26 I Line 24)

0.1128 s

Year 5
Property Tax Adjustor (Line 22 + Line 27)

Example of Property Tax Adjustor Moe Rebuttal - 1

Line Calculations
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ORDINANCE NUMBER G5-05

AN ORDINANCE OF THE CITY OF MARICOPA, ARIZONA AMENDING
SECTIONS a-415, 8-415 AND 8-4-17 OF THE "TAX CODE OF THE CITY
OF mARlcopA, ARIZONA" BY INCREASING THE TAX RATE ON
CONSTRUCTION CONTRACTING FROM TWO PERCENT (2%) TO
THREE AND ONE-HALF PERCENT (3.5%}; CONFIRMING PENALTY
FOR VIOLATIONS OF THIS AMENDMENT; AND ESTABLISHING AN
ENACTMENT AND EFFECTIVE DATE THEREOF

WHEREAS, pursuant to Ordinance No. 03~03, the City of Maricopa previously
adopted that certain document known and serving as the "Tax Code of the City of
Maricopa, Arizona," based on the League of Arizona Cities and Towns Model Tax Code,
and

WHEREAS, when adopting that Code, the Cry established an initial tax rate of two
percent (2%) on construction contracting activity; and

WHEREAS, the Mayor and Council believe that increasing the privilege tax rate on
construction contracting activities to three and one-haifpercent (8. 5%) would be in the best
interests of the city,

now THEREFORE, BE IT ORDAINEDBYTHE MAYORAND COUNCIL OF THE
CITY OF MARICOPA, AR|zonA-

Section 1: That certain document known as the "Tax Code of the City of
Maricopa, Arizona," adopted by Ordinance 03-03, is hereby amended by increasing the
sales tax rate in eachof the following Sections from two percent (2%) to three and one-half
percent (3.5%):

Section 8-415 Construction contracting: construction contractors

Section 8-416 Construction contracting: speculative builders

Section 8-417 Construction contracting: owner-builders who are not
speculative builders

Section 2: Any person found guilty of violating any provision of these
amendments to the Tax Code of the City of Maricopa shall be guilty of a class one
misdemeanor. Each day that a violation continues shall be a separate offense.

Section 3: If any section, subsection, sentence, clause, phrase or portion
of this Ordinance or any part of the Code amended herein is for any reason held to be
invalid or unconstitutional by the decision of any court of competent jurisdiction, such
decision shall not affect the validity of the remaining portions thereof.

Section 4: The provisions of this Ordinance and the increased tax rate
enacted thereby shall be effective thirty days after adaption of this Ordinance.



Section 5: For purposes of applying Model Tax Code Regulation Section
415.3_ the increased tax rate imposed by Section 1 of this Ordinance shall not apply to
contracts entered into poor to the Effective Date of this Ordinance.

Passed and Adopted by the Mayor and the City Council of the City of Maricopa Mis
15"" day of February, 2005.

APPROVFD:

/Mayor /

ATTEST: APPROVED AS TO FORM:

I

*kg
l.

Clerk cut
'fll/1.
Arney

1
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AS FILED
Fair Value -

As Filed
Original Cost -

As Filed
$ 63,637,830

144,516$ $

$ 63,637,830

144,516

0.23% 0.23%

$5 5,307,395 5,307,395

834% 8.34%

s$ 5,182,879

1.645085

5,182,879

1.645086

8,493,379 $$ 8,493,379

REBUTTAL
Fair Value

Rebuttal
Original Cost -

Rebuttal
$ 64,011,238 $ 64,011,238

$ $ (83,236)

-0.13%

(83,236)

-0.13%

5,338,537 $$ 5,338,537

8.34% 8.34%

$ $5,421,773

1.652434

5,421,773

1.652434

819591124 $$ 8,959,124

GlobalWater - Palo Verde Utilities Company - Rebuttal Schedules
Tesl Year Ended December 31, 2008
Computation of Increase in Gross Revenue Requirement

Schedule A-1

DESCRIPTION
Adjusted Rate Base

Line
No.
1
2
3
4

Adjusted Operating Income (Loss)

Current Rate of Return (LE I LI )

Required Dperaling Incant (LQ ' LI)

Required Rate of Return

Operating Income Deficiency (LE - LE)

Gross Revenue Conversion Factor

Increase in Gross Revenue Requirements

5
6
7
B
g
10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
28

SUDDO!ltiR§J Schgdgleg..

B-1

C-1

C-3

H-1



Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Summary Of Fair Value Rate Ease

Schedule B-1

Line
No.

$

R6bul1d
Adiusimerrts

$ sPlant in Service
Less: Accumulated Depreciation

O.C. Rate Ease -
As Filed
100,264,747

(9,082,530} 373,408

O.C. Rate Base -
Rebuttal
100,284,747

(8,709,122}

net Plant in Service s 91.192,217 s 373,408 s 91.555,525

LESS:
New CIAC
Advances Sn Aid of Construction (AIAC)
Customer Deposits
Deferred Income Tax Credits

27,370,552 27,370,552

173,835173,835

ADD:
Unamurtizsd Finance Charges
Deterred Tax Assels
WorkingCapital
Utility Plant Aoquisltion Ad]us1ment

Original Cosl Rate Base _ _ $ 63,537,830 $ 373,408 5 64,011,238

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
15
1?
LB

19
2D
21
22
23
24
25
26
27
CB
29
30
31
32
33
34
35
36
37'
CB
39
40
41
42
43
44
45
CB
47
48

Sunooninn Schedules:
B-2
B-3
E-1
B-5

RecaDSchedules:
A-1
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Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31 | 2008
Rate Base Adjustment Acceptance of RUCO Rate Base Adjustment

Schedule B-2

Page 2 of 2

Accumulated Depreciation as Filed
RUCO Calculated Acc um. Dear,

s (9,082,530)
(8,709,122)

Line
No.
1
2
3
4
5

6
7
8
9

Adjustment to Acc um, Depr, s 373,408

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40



1
2
3
4
5
e
T
s
g
10
11
12
13
14
15
Le
17
$8
19
20
21
22
23
24
25
28
27
8
29
30
31
32
33
34
35
ah
37
38
as
40
41
42
43

Global Water - Palo Verde Utilltios Sompany » Rebuttal Schadubs
Tss\Ysar Ended Ds:>smher31.2DD8
Adjusted Test Yang lnooma Statement

Line
Nn

Nat Income (Loss)

Utility Operating Income (Lass)

Operating Expenses

Revenues
521 Fla! Rate Revenues
535 Other Wastewater Revenues
541 Measured Reuse Revenues
Tale! Operating Revenues

414 Gains (Losses) from Disk of umPmp
419 Interest and Dividend Income
427 ln\eres1Expense
Teal Other looms and Dedudinns

701 Salary AnN Wages - Employees
704 Employee Pensions and Benefits
715 Purchased Pcwwr
716 Fuel #or Pnwar Production
718 Chenicsls
720 Materials and Supples
720 08 MMeriak and Supplies
734 Conlraciual Services Management Foes
735 ConlrarNual Servings - Testing
736 Conlraciual Services- Oiher
741 Renlal of Building/Rei( Properly
742 Renal of Equipment
650 Transportation Expenses
757 Insurance - General Liability
759 Insurance - Dasher
76a Advertising Expense
767 Rain Casa Expense
770 Bad Debt Expense
775 Miscdlanaous Expenses
403 Depredaiiun Expense
408.1 D Taxes Other Than income . Lmlity Reguhtnry Asses
408.11 Taxes Other Than lncume - PrnpeNy Taxes
408 13 Tnxss Other Than Income - Other Taxes and IJcens
408 Irvaomo Tae:
Teal Operating Expenses

DESCRIPTION

s

s

s

s

s

s

s

Actual
Test Year

asses
55,965

2,898923
25,3115

280,397
4.514

891215
s,4a4185

1_04a,117
239,457
52-4.938

7.004
1BD,D11
263,301
255,351

51083851
339704
171748

8,805,204

12:1z47

1201519

99,923
183,253

93:111
2D,459
35,559
52,375
4_:4z0

256

W

2.728

2.725

.s

s

s

s

s

Pro Forma
Adjustment -

AS Fired

s

s

s

257,752
Q5,D4S]

(280,397)

1.833
(103,100)

(11 B,324)
(23,665)
5n.227

.33 59?

(258)
53,333

(36,477)

[BI

(84,104)

(84.194)

23,997

(2,877)

s

s

s

s

s

s

s

Adjusted
Test Year -

As Fun

4.a14
Qn_e.4s

6,376,685

53,333
65212
56.865

3155.675
1.256

6,009,745
339,704
171,749

8,521,201

[C]

144,515

924,853
215,792
5551151

7,004
157,134
2e3.301
255,301

59,523
18.283

93.111
20.489
35,559
52.375

4,azn

2.728

2.72a s

s

s

s

s

s

s

s

Rebuttal
Adjustments

(227,752)

(142173)
350.353

lm

480.259

122,612

122,612

(25,715)

30,477

z,a77

5,639

S

$

s

s

s

s

s

Adju51ed
Test Year -

RabunaI

53,333
95,689
56,955

a. 158,875
1,256

480259
4,a14

(52.225)
6,727,048

_@m§s).42

6.132.358
339.704
171,748

6,643,812

8!3B,137
215,792
Sm ,796

7.004
150,011
263.301
295.301

[El

99,923
153283
93,511
20,4e9
35,559
52,375

4,azo

(83,236)

2,72a

z72a
s

s

s

s

s

$

s

Proposed
Increase
Rebulls\

5,421 _77a

3,408,315
3,527,351

7,535,181
312,375
947558

8,959,124

[F]

18036

s

s

s

s

s

s

s

s

Adjusilsd
with Increase -

Requital

Sd1 ad\.lJ8 C-1

..=» §a#1@5_

53,333
224.725

56965
3.158575

1,255
480.259

4,514
3,355,998

10254,399

13,770,540
713,079

5,118,317
15,582,935

53351537

IG]

B55,137
215,792
Sm 796

7004
160,011
283391
295,301

59.823
183,283

93,111
20,4a9
35,559
52,375

4,320

2.728

2.72a

44
45
i s
47
i s
49
50
51

Sunpottinq Schedules:
E-2
C-2

Recon Schedufesr

A-1

.4327.7521
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Global Water - Palo Verde Uliliii- Company - Rabuthil Schedules
Test Year Ended December 31 2008

Income Statement Adjuslmerll 1
Remove Annualizavon Revenue 6- Expense la reflag: End-of~Tes1 Year Cuwmer Counts

Soheoule C-2
Page 2 of 7

IA] [BJ IC] (01 IE] IFS [GI

Lne
Na Class ml Service

Average No of
Customers

Per ESHI Count

SGH H-2 Col »'*.

*rear£nd
Number al
Cusiumers

Average
Addll nn8l

Customers
16 * AL

Change in
Bllba to be

Issued

Average
Gallons Said

Pa; Customer

Additional
K Gallons

To Be Sold

Addllional
Revenues at

Preaanl Hales

5'8" Residential
3.'4*' Residerwtid
1" Resldewteal
1 5' Reaiderdid
2" Residemia

Subtotal Residenia

1664
12917

125

(55)
(293)

2
(1)

Varies
~̀JarieB
Varies
'uf8 rue8
Varies

(4,704)
i21513)

SG
111)

s 22.44°
115895

{2,228)
ms

1,719
13.210

123
1
1

15.054
1

14,707 (347)

E5501
(3512)

27

(5)

(4,170) (26,262) s 135334

s

II) (2) (183 155

1

2

3
4

5
8
7
8
g
10
11
12
13 4 53 4.287 (15,312)
14

sea" Commerce al
3a'4 Cammelcla
1" Cumrnaf coal
15" Commercial
2" Cumm8rc&l
3" Commercial
4" Commercial

Varlet

Varies
'\¢'BfJ¢5
Varies
Varies
Varies

Varies

Subtotal Cummercl8l

4
4

17
25
35
2
2

BE

4
4

16
25
39
z
1

91
(ll
2

(1)
55

(138)
4,131 s

825
(144322)

Tufals 15,143 14,798 [3451 (4151 1221301 5 122.612

Class ml Expense

Average
Casi Per

K Gallons Sold
Per Sd'i E-7

AddFJona\
K GaI\ons
To Ea 5o\d

Au-:rrmal
C051 From
Customer
Er-:w1h

p'Jmpiw
Water Treatment

s D 30
013

122. 1 so)
[22_ 1 se)

s 6639
QSTT

Tomb s 9516

15
15
17
LB
19
20
21
22
23
24
25
25
27
28
29
so
31
32
so
34
35
35
37
as
ah
40

*Galklns avoidedwafer customers used to estimatewastewater pumping and treatment savings



Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for Staff Adjustment 4

Schedule C-2
Page 3 of 7

Staff Adjustment
Removal of duplicate reduction
Adjustment to Salaries and Wages

$

$

28,621
1,905

(26,716)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (26,716)



Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31. 2008
Income Statement Adjustment 3
Adjustment to Purchased Power Expense

Schedule C-2
page 4 of7

Line
No.
1
2
3
4
5
e
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40



Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31, 200B
Income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Reven uh Levels

Schedule C-2
Page 5 of 7

Line
No.

Bad Debt Expense - Test Year Ac"tual
Adjusted Test Year Revenues
Bad Debt Expense Rate

$ 95.689
6,643,812

1 .44%

Adjustment to Bad Debt Expense - Remove Direct Adjustment $ 30,47T

1
2
3
4
5

E
7
8

g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Bad Debt Expense for Proposed Revenues $ 129,036



Global Water - Palo Verde Utlllties Company - Rsbultal Schedules
Tesl Year Ended December 31, 2G08
Income Statement AdjustmeM 5
Adjustment 10 Property Tax

Schedule C-2
Page5 of 7

Line
No.

Adjusted Test Year Revenues
Weight Fader
Subtotal [Line 1 * Line 2)
Proposed Revenue Requirement
Subtotal (Lines + Line 5)
Number of Years
Three Year Average (Line 5 I Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of C\NlP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate

Test Year
As Adjusted

$ 6,643,812
2

13,287,624
8,643,812

19,931,436
3

6,643,812
2

13,287,624
1 ,778,334

65,257
15,000,701

21.0%
3,150,147
15.245B%

$

Proposed
$ 6,643,812

2
$ 13,287,624
$ 6,643,812

19,931,436
a

$ 6,643,812
2

$ 13,287,624
1,778,334

s 65,257
$ 15,00Q701_

21.0%
3,150,147
15.2456%

s

1
2
3
4
s
6
7
8
9
10
11
12
13
14
15
15
17
LB
19
20

Test Yea' Adjusted Property Tax (Line 14 * Line 15) - Rebuttal
Company Proposed Property Tax - As Filed

s 480,259

8 580.259
21
22
23

Test Year Adjustment (Line 16-Line 17)
Property Tax - Recommended Revenue (Line 14 ' Line 15)

Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

$
$
s

480,259
480,259

$Increase In Properly Tax Expense
Increase in Revenue Requirement
Increase 10 Property Tex per DozIer Increase in Revenue (Line19/Line 2D) 0.0000DD%

24
25
25
27
28
29
30
31
32
33
34
35
38
37
38
39
40

Adjustor Commodity Base Rate (Proposed Prop. Tax I Test Year Bills)
At end et year, calculation is made to detemline property lax collected using the commodity base rate
multiplied by the years number of bills This equates to the property lax mlleded, Actual
property tax divided by the year's number d bills is also calculated The difference would
be passed through to customers as the Properly Tax Adjustor rate

s 2.64



Global Waler - Palo Verde Ulllltles Company . Rebuttal Schedules
Test Year Ended December 31, 2008
Income Slalemenl Adjustment 6
Adjust Income Taxes lo Reflect Adjusted and Proposed Income Taxes

Schedule C-2
Page7 of 7

Line
No

Adju$-18d
Test year
ReSLJI1S

Proposed
Revenue
Results

Operating Income Before Income Taxes
Synchronized Interest
Arizona Ta<abIe lnoome

(135561)

(135,551)

(9,445)

8,894,527

8,694,527

605,835Arizona Income Tax (6,968%)

Federal Income Before Taxes
Less Arizona Income Taxes
Federal Taxable Income

s

s

s

s

s

s

s

(135,561)
(9,445)

(125,115)

s

$

s

s

s

s

$

8,694,527
605,835

8,088,693

Federal Income Tax (34% Tax Blackel)

Total Income Tax

Tax Rate

(42,879)

(52,325)

38.5989%

2,750,158

3,355,990

3B.59B9%

Effective Income Tax Rates
State
Federal

E.96BD%
31.6309%

6.9680%
a1.e:aoe%

Adjusted Test Year Income Taxes as Filed (Sch. C-2, Line 31)
Increased(Deaease) to Income Taxes .. Adjusled

$
s

90,84s
(143,173)l

Test Year Income Taxes _ Adjusted

Increased(Decrease) to Proposed Income Taxes

$ (52,325)

3,408,315

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
18
17
LB
19
20
21
22
23
24
25
26
27
pa

Zs
30
31
32
33
34
35
CB
37
CB
39
40

Calculation of Interest Svncnranfzatfon:
Rate Base (Sch. E-1)
Weighted Average Cost of Debl (sch D-1)
Synchronized Interest (L32 X L33)

s 64,011,238
0.00%

$ _



Global Water - Palo Verde Utillties Company - Rebuttal Schedules
Test Year Ended December 31 . 2008
Computation of Gross Conversion Fodor

Schedule O-3

Line
NO

Revenue
Uncollectible Factor lL14)
Revenues {L1 - LE)
Combined Federal and State Income Tax
Subtotal (LE - LE]
Revenue Conversion Factor (L1 I L5)

Percentage of
Incremental

Gross Revenues
100.0000%

G.B843%
99.1157%
38,5989%
B051G8%
1.652434

Calculation d l,lncolleq4jple Fader:
Revenue
Combined Federal Ana! Stale Tax Rale (L23)
One Minus Combined Income Tax Rale (L1D - L11)
UncollecBb€e Rate
Unoolleciible Factor [L12 x L13 )

100.000D%
38.59B9%
61.4011%

1.4403%
0.8843%

0.DE100%

100.0000%
0.(]000%

100.0000%
38598998

38.5989%

Calculation d effearive Tax Rate:
Properly Tax Rate Factor
Operating Income Before Taxes (Arizona Taxable Income)
Properly Tax Role Factor
Federal and Slate Taxable Income [L18 - L19)
Applicable Federal and state Income Tax Rate
Effective Federal Income Tax Rate (Leo x L21)
Combined Federal and Stale Income Tax Rate (L17 4-L22) 385989%

1
2
3
4
5
6

7
8
3
ID
11
12
13
14

15
15
17
18
19
20
21
22
23

24
25
26
27
28
29
BU
31
32
33
34
35
CB
37
38
39
40
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AS FILED
Fair Value -

As Filed
Original Cost -

As Filed
s 45,260,919 s 45,260,919

$s 1 ,969,624 1 ,9e9,e24

4.35% 4.35%

$$ 3,842,852 3,842,652

849% 8.49%

s$ 1,873,028

1 .645086

1 873,028

1 .645086

5 3,0a1 .292$ 3.0a1 .292

REBUTTAL
Fair Value -

Rebuttal
Original Cost -

Rebuttal

3.82%

$ 45,902,454

$

$ 45,902,454

$ 1 ,753,4271 ,753,427

3.82%

$3,897,118$ 3,897,118

8.49% 849%

$$ 2,143,691

1.643736

2,143,691

1.643736

$3,523,663$ 3,523,653

Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of Increase in Gross Revenue Requirement

Schedule A-1

DESCRIPTION
Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L3 I LI )

Required Operating Income (LE * L1 )

Required Rate of Recur

Operating Income Deficiency (L7 - LE)

Gross Revenue Conversion Fayer

Line
No.
1
z
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Increase in Gross Revenue Requirements

Supporting Schedules:
B-1
c» 1
C-3
H-1



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, zoos
Summary of Fair Value Rate Base

Schedule B-1

Line
No.

Rebuttal
Adiugfments

ss SPlant in Service
Less: Accumulated Depreciation

O.C. Rate Base -
As Filed

87,753,403
(8,D92,185) 541,535

O.C. Rae Base .
Rebuttal

87,753,403
(7,450,650]

Net Plant in Service s 79,561,218 s 541,535 s 80,302,753

LESS:
Net CIAC
Advances in Aid of Cnnsiruciion (AIAC)
Cuslomer Deposits
Deferred Income Tax Credits

33,778,450

1,136,087

33,770,450
1,136,087

ADD:
Unamortized Finance Charges
Deferred Tax Assels
Working Capital
Utility Plant Acquisition Adjustment

506,238 506,238

Original Cost Rate Base s 45,250,919 s 45,260,919 s 45,902,454

Note: The Company is nd requeslirlg an RCND maculation.

1
2
3
4
5
5
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
ea
34
35
35
37
38
39
40
41
42
43
44
45
45
47
48

Sunnortinu Schedules:
B-2
B-3
E-1
8.5

Recap Schedules:
A-1
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Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Rate BaseAdjustment - Acceptance of RUCO Rate Base Adjustment

Schedule B-2

Page 2 of 2

Line

No.

1

2

3

4

5

Accumulated Depreciation as Filed

RUCO Calculated Acc um. Depr.
s (8,092,185)

(7,450,650)

Adjustment to Acc um. Depr. s 641,535

8

7

8

g

10

11

12

13

14

15

18

17

18

19

20

21

22

23

24

25

25

27

CB

29

30

31

32

33

34

35

36

37



Global Water - Santa Cruz Waller Company - Rebullal Schedules
Test Year Ended December 31, 2008
Adjusted Test Year Income Slalament

Schedule C-1

[Al tal [C] [D] [El [F] [G]

LINE
no. DEscRrp'rlon

Actual
Test Year

Fm Foma
Adjustments .

As Filed

Aujuswd
Test Year -

As Filed
Rshlliiiil

Adjustments

Adjusted
Test Year .

Rahulzal

Proposed
Increase .
Rebuttal

Anjusisd
WKsIncrease -

Rebuttal
1
2
3
4
5
s

s 8,541,755 s (196,962) s 8,744,774 s 299,141 s 5,043,516 s 3,137,458 s 12,181,373
Revenues

Metered Water Safes
Water Sales - Unmetered
Other Operating Revenue

Total Opelaling Revenues s
511 .684

8,453,440 s
H 45139)
(342728) s

365,545
9.110,720 5 299,141 s

365,945
9409,881 s

356.205
3,523,883 s

752,151
12,933,524

Operating Expenses
s 899,375

213,848
s (115324)

(23,865)
s 751 ,051

18B_983
s (35,445) s 744,603

159,853
s s 744,603

189,853

46842 16,603

1 ,3za

507,556
s,sns

41,783
1s,969

297,033
36,113
87,911
94,369

7,803
45,296
53,083
4,547
1.825

[1328)

554,398
3_5o5

40455
15,969

297033
35713
57.911
94,359

7.8n3
45,295
53.083

4,547

571 ,om
3,595

41,783
18,959

297.023
36.11 a
87,911
s4,ass
1,803

45,296
53.053
4.547

5711001
3.505

41 ,783
18.969

287,033
35,11a
67,911
94.3e9

'Lana
45296
s a ne :

4,e47
<1 ,82§)
53,133
4.6s7

53,333
91.107
34,629

3,506,485
15,929

[4,as7) 32.:s72

74198
(53,078)

14295231 574,421

B01 Salary and Wages - Employees
504 Employee Pensions and Benefits
810 Purchased Wafer
515 Purchased Power
616 Fad for Power Prcdurziion
618 Chernicals
G20 Materials and Supplies
620.08 Materials and Supples
835 Contractual Services . Testing
96 Cuniradual Services »  Other
641 Rental of BuildingIReel Property
642 Renal Ni Equipment
SSD Transportseen Expenses
657 Insurance - General Liability
859 Insurance . Other
E60 Advertising Expense
SG7 Rate Case Expense
870 Bad Deb! Expense
B75 M1sr:elIaneous Expenses
483 Depreciation Expense
408 Taxes Olher Than Income
49511 Taxes Other Than Income - Property Taxes
408.13 Taxes Other Than Income - Other Taxes and
409 Income Taxes

Tulal Dperaiing Expenses _.s_

aa,450
34,529

3,431,887
69,007

423,523
e.,az:3

924,207
7,259,242 s

313,967
£125,149 s

6,823
1,238.174
7,1-11.096 s

(135,9097
515,338 s

531333
se,4so
34,629

3,506,485
15,929

674421
e,a23

1 ,102.2e5
7.556.434 s

13- lT599

1 .3?9gr1 s

53,333
11 Asa

34,529
1506.485

15,929
674,421

e.a23
2.445.564
spas 405

Utllity Dperaing lhcome (Loss) s 2,184,195 s (214,574) s 1359,624 s (216,197) s 1,753,427 s 24143591 s 189711 B

414 Gales (Losses) 'loom Dlsp of url Prop
419 Interest and Dlvidend Income
427 lnrteresl Expense
Tunis# Other Inoorne and Deductions

s s s s 5 s s

s
(62,121)
(62,121) s s

(62,121)
(52,121) s s

re2,1z1)
(62,121) $ s

(52,121)
(62,121)

7
B
5
10
11
12
13
14
15
18
17
18
19
AC
21
22
23
24
25
i s
27
be
25
30
31
32
33
34
35
38
37
38
39
w
41
42
43

Net Income (Loss) s 2,122.077 s (214 514) 1 Qcrr. sos s (216,197) s_ 1.5911306 5 2,143,691 s 3.8» 34Q9?

44
45
49
47
pa
49
50
51
SO
$3
54
as

Supporiinq Schedules:

E~2
C-2

Ramo $chedules
A-1
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Global Wehr - Sunil Cruz Waler Company - Rebu11aI Schedules
Test Year Ended December 31, 200B
Income Sialemeht Adjustment 1
Remove Annueizanon Revenue & Expense In reflect End-c!~Test Year Cu1:>merCoun*,s

Schedule C2
Page 2 of 7

[A] [B] [C l [UI [El IF] [G]

Line
No. Classof Service

Average No. Rf
Cugigm8fg

Par BII BauM
Sch H-2 Col A

*Fear-Erm!
Number of
Customers

Avaragn
Additional

Customers

LB- AL

Change in
B|I8 l:zlbE

Tissued_ 1

AVBV3Q€
Gdmhs emu
Per Customer

Additional
K Gsrlarus

T9§8§:"*I

Addliona!
Revenues Si

_ _Frssani Ratea 1

1 ssh
1291?

125

1551
l293)

2
[U

(680)
13512]

27

Vanes

Var\€$
Varies
Vari as
Varies

143041
(21513)

65
WE

s 27 seQ
18,863

(11593
542

5/5. Residential
314' Resldenlal
1" Residential
1.5" Residential
2" Residential

SUbltltalResldernlal

1719
13.210

123
1
1

15.054
1

14_TD? 1347]

(5)

[4170] 1252623 s 151,175

s

(1) (2) (18) 167

5J'8" Commercial
314- Commardal
1" CQmmerc1a1
1 5" Ca mm afdal
T Commercial
3" Commercial
4" Ccmmerclal

4 58

Varies
Varies
Varies
Varies
Varies
Varies
Varies

4257 [22595]

4
4

17
25
35
2
2

89

4
4

16
25
39

2
1

91
111

2

(U
55Subtolal C»:+mrr»en:laJ

11351
4.131 s

see
l21,44B)

42
3
1
1

47

(499)
(26)
:al
:91

Vance
Vares
Varies
Vanes

s2" Cansirudinn
3' Conslrudmn

4' Conslrudon

8' Construction
Sublcltal Conairuction

I42r
(3)
f v
l* l

(47) s

135.215
2.12a

Sm
1a.4ee

159,412

Tola\s 15199 14,T98 [3921 14,115)

(38,393)
(591)
(167)

15,134
444,251 J

1es,411l s 299.141

Class of Expense

Average
Cost Per

Gallons Sold
Per Sd'l E-7

Additional
K Ga1\ons
To Ea 5o\d

Add Rim pal

Cost From
13 ustamer
G ruth

Pum pl ng
Water Treatment

s O 25
D 02

(56,411)
l56,411]

s 15603
1 328

1
2
3
4
5
5
7
B
9
tO
11
12
13
14
15
16
I T
18
19
20
21
22
23
24
25
i s
27
pa
28
30
31
32
33
34
35
38
37
38
39
40

Tn1al9 s 17.931



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for Staff Adjustment 4

Schedule C-2
Page 3 of7

Line
No.

Staff Adjustment
Removal of duplicate reduction
Adjustment to Salaries and Wages

$

$

38.353
1 ,905

(36,448)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (36,448)



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 3
Adjustment to Purchased Power Expense

Schedule C-2
Page 4 of 7

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Revenue Levels

Schedule C-2
Page 5 of 7

Bad Debt Expense - Test Year Actual
Adjusted Test Year Revenues
Bad Debt Expense Rate

$ 86.450
9,409,861

0.92%

Adjustment to Bad Debt Expense - Remove Direct Adjustment $ (4,657)

Line
No.
1
2
3
4
5

6
7
8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Bad Debt Expense for Proposed Revenues $ 32,372



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 5
Adjustment to Property Tax

Schedule C-2
Page a of 7

Line
No.

s
$

$

s

s
s

Adjusted Test Year Revenues
Weight Fader
Subtcrial [Line 1 i Line 2)
Proposed Revenue Requirement
Subtotal (Line 4 + Line 5)
Number ef Years
Three Year Average (Line 5 I Line 6]
Deparlmerrt of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8]
Plus: 10% of CWIP .
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10- Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate

Test Year
As Adjusted

$ 9,409.861
2

18,819,722
9,409,861

28,229,583
3

9,409,861
2

18,819,722
2,545.207

299,541
21 ,065,288

21.0%
4,423,711
15_-258%

s

Proposed .
9_40§§|81̀  ̀

2
18,819,722
9,409,861

28,229,583
3

9,409,851
2

1B,819,722
2,545,207

299,841
21,065,288

21.8%
4,423,711
15.2456%

s
$ 874,421Test Year Adjusted Property Tax (Line 14 " Line 15) - Rebu'\1a1

Company Proposed Property Tax - As Filed

_s 674,421Test Year Adjus1ment (Line 16-Une 17)
Property Tax - Recommended Revenue (Line 14 " Line 15)
Tesl Year Adjusted Properly Tax Expense (Line 16)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

s
s
s

674,421
674,421

$Increase Io Property Tax Expense
Increase in Revenue Requirement
Increase lo Property Tax per Dollar Increase in Revenue (Line19/Line 20) 0.000000%

1
2
3
4
5
6
7
s
9
10
11
12
13
14
15
16
17
18
19
20

21
22
23

24
25
be
27
CB
29
3D
31
32
33
34
35

36

37

CB

39

40

Adjustor Commodity Base Rate (Proposed Prop. Tax/ Test Year Gallons Sad x 1,D00)
At end of year, calculation is made to determine property tax collected using the commodity base rate
multiplied by the years gallons soldl1,000. This equates to the property tax collected, Actual
property tax divided by the year's gallons sold/1 ,000 is also calculated. The difference would
be passed through to mstomers as the Property Tax Adjustor rate.

$ 0.33



Global Water - Santa Cruz Water Company . Rebuttal Schedules
Test Year Ended December 31, 2008
Income SlatemeM Adjuslment 6
Adjust income Taxes to Reflect Adjusted and Proposed Income Taxes

Schedule C-2
page 7 of 7

Line
No.

Adjusted
Test Year
Results

Proposed
Revenue
Results

Operaling Income Before Income Taxes
Synchronized interest
Arizona Taxable Income

$ 2,B55,692 s

s 2.855,692 $

6,345,983

6,345,983

Arizona Income Tax (6.968%) $ 198,935 s 442,258

Federal Income Before Taxes
Less Arizona Income Taxes
Federal Taxable Income

$ s

$

2,855,592
198,955

2,656,708 $

5,345,983
442,258

5,904,725

Federal Income Tax (34% Tax Bracket) s 903,281 s 2,007,505

Total Income Tax s 1,132,265 s 2,449,854

38.5989%Tax Rale 38.5989%

Effective Income Tax Roles
Stale
Federal

6.9BBD%
31E309%

6.9S80%
21.5309%

Test Year Income Taxes (Sch. C-2, Line 31)
Increase/(Decrease) to Income Taxes - Adjusled

$
$

1,238,174
(135,909)

Tesl Year Income Taxes - Adjusled s 1,102,265

Increase/(Deaease) to Proposed Income Taxes s 1,347,599

$ 45,902,454
o,00%

1
2
3
4
5
5
7
8
9
10
11
12
13
14
15
16
1?
LB
18
20
21
22
23
24

25
26
27
2B

29
30
31
32
33
34
35
36
37
38
39
40

Cdculaffon of Interest Svnchronfzation:
Rate Base (Sch. B-1)
Weighted Average Cost d Debi (Sch. D-1)
Syndvonized Interest (L32 x L33] $



Global Water Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of Gross Conversion Factor

Schedule C-3

Revenue
Unoollecible Factor (L14)
Revenues (L1 - L2)
Combined Federal and Sf ate Income Tax
SUbtotal (LE - LE)
RevenueConversion Factor (L1 fLy)

Percentage d
Incremental

Gross Revenues
100.0000%

0.5641%

99.4359%

38.5989%

60.B370%
1.643736

Calculation of Uncolle<1ible Factor:
Revenue

Combined Federal and Slate Tax Rate (L23]
One Minus Combined Income Tax Rate (L10 - L11)
Unoolleclible Rale
Unwlledible Favor (L12 x L13 )

10D.000D%

38.5989%

61.401l%

0.9187%

0.5641%

S.9680%

100.0000%

5.9680%

93.0320%

34.0000%

31.6309%

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
28
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Calculation of Efteciive Tax Rate;
Arizona State Income Tax Rate
Operating Income Before Taxes (Arizona Taxable Income]
Arizona State Income Tax Rate
Federal Taxable income (Ltd - L19)
Applicable Federal Income Tax Rate
Effective Federal Income Tax Rate (L20 x L21)
Combined Federal and State income Tax Rate (L17 +L22) 38.5989%
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Rebuttal Schedule
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AS FILED
Fair Value

As Filed
Original Cost -

As Filed
$4 240,018$ 4,240,018

$$ (601 ,943)

-14.20%

(601 943)

-14.20%

$s 405,346

9.56%

405,348

9.56%

1 ,007,289$s 1,007,289

1 .645086 1 .6450BB

1,657,077 $$ 1,557,077

REBUTTAL
Fair Value -

Rebuttal
Original Cost -

Rebuttal
$ $4,443,607 4,443,607

$$ (591 .229]

-13.31%

(591,229)

-13.31 v.

5 384,372384,372$

8.65% 8.65%

975 601s $ 975,601

1.6519651.651965

$1,611,660$ 1,611,660

Valencia Water Company, Town Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of increase in Grass Revenue Requirement

Schedule A-1

DESCRIPTION
Adjusted Rate Base

Line
No.
1
2
3
4

Adjusted Operating Income (Loss)

Current Rate of Return (LE/ L1)

Required Operating Income (LQ * LI)

Required Rate of Return

Operating Income Deficiency (LE - LE)

Gross Revenue Conversion Fac.1or

increase in Gross Revenue Requirements

5
B
7
8
9
10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27

Supporting Schedules:
B-1
C-1
C,3
H-1



Valencia Waler Company, Town Dlvislon - Rebuttal Schedules
Test Year Ended December 31, 2008
Summary of Fair Value Rate Base

Schedule B-1

Line
No.

s

Rebuttal
Adiuslments

s S

OC. Rate Base -
Rebuttal

45,877,421
[2,867,910l

Piano in Service
Less: Acmmufated Depreciation

QC. Rae Base -
As Filed

45,877,421
.. (3.,07'1,49Ql 203,589

Net Plant in Service s 42,805,922 s 203,589 s 43,009,511

SS:
Net GIAC

Advances in Aid of Construction (AIAC)
Cuslomer Deposits
Deferred Income Tax Credits

791,938
37,992,781

162,132

791,938
37,992,781

162,132

ADD:
Unamortized Finance Charges
Deferred Tax Assets
Working Capital
Utility Plant Acquisition Adjustment

380,947 3801947

Original Cost Rate Base s 4,240,018 S 203,589 s 4,443,607

1

2

3

4

5

6

7

B

9

10

11

12

13

14

15

16
17
18

19
20
21
22
23
24
25
be
27
28
29
30
31
32
33
34
35
38
37
38
39
40
41
42
43
44
45
46
47
48

Sunportino Schedules;
B-2
B-3
E- 1
B-5

Recap Schedules:
A-1



WE.81-1
w w w m y ~ o ¢ w w w ~ H m H NM M DMW W'mh4_»r: _ Q_rn~_4ovHo\nHm_mq _
¢mr~l9ll*-IJEr*IQr~4¢\~Du1Dr4L»'\QI."1Vr4 DD1rp:D¢*»\DQ¢-|-<4r~de¢Lnr¢v-44-4r-- 0bm 94I*-\n0| -4 H m

Pi

no 8 go
m
UP I*~ r-1
.-Y Rx? rwl`
m m u:l
r - 91 1-1

m

r--

98
Q
to
m

3to94

N N
-:B 'a
g  4-

m
E 3*
E a

I _ _r'.n_.
8 5 3 4 9 4

; - > - L .
9 3

r-- rn m DI H I-I -¢
I-I

.Vu
-1 n v-4
N 1-1 -4
W °1-_ v'\

p . ,  8  8I-
of. sq q
in 4r"4 m
q q

U1 1J"| 1.4 w v1 1.4

I I t I I J I J I I \. I I I I I I I I | I I 4 |

-.1

I-
q*
11
D
-c

an Sn v~.l 41. Fm g*

l L I K I I l I I I \ 4 I l 1 l J I I I I I I l I J J

se
W
D

91 va V W m * A va

I I

1 P " l

1 I P I r

3 g8
1.4 1 ¢ " l K J » ¥ J"I 14

4,9
I I > I 1 I 1 I I | 1 l I I I P I I I I I lE

- E
9.3

3.
3
E
3
iv
no

V 1 -in 4-'xl 4 4 1 6 </>

r r I L | I I I I I | 4 I I r 4 I I 1 I > I I I I I I

x.L

ea
at
"7
D
4:

q-, v1 ml E . » * l 1*l UP.

pp |

4

\ I J \ I I I I I

as

:I9Q.cQ
(Q9 -9

a
4

u1 m #ml KJ) *UW v>
8 _
.Tens

I I 1 I I I I I I l J I I I I I I r l J

m m
m no
'Q Lm
in m
D  9N  N

mm
4meaN§ 8

4 . l " 1 1.11 Lm Lm 4.4 4..r»

8um
.xr-r-

ouqmnmmnun-4munmwaaaxnw.-u n m u a h vn h r-. omauhaa 184»999m 44349414444
m m h m n £ ¢ m m n m ¢f n o m u a v - l » - 1 4 l ~ -r H 14Q Q W. n 4h M M 8 N ¢ l d N

I-I m NN m N
=: 1 °Lr- H 5-"1
r- | - om D̀ °°L
m m N
Q 4

m o mm u m0\|*\1-
|-4 r1I\N€raCh1..

r-I
HI

I I I

r-
at
c l
nom

no
Fl

nr
r-.I

I $8
88841-n

8 8 * 4 "
3 5 4

P
fJ1 en i v va us 4.n

E E
898 E

=c

I J I I I I I I I I I L I l I I I I I I J \ I J

sn vw U1 v 1 vu vu

1

Q
ivLm I <.ar4 u1LnQGmr~4m=fnlc:m»-|u1mm4.D I

E '

' s § 9

8 3 4_ l-I
Q E
139-
4 sn

r-
r-

w q n u w m n o q m - . o m n n m q a w
m m D n m n h m a m m n m m h n

¢rnr4mhl.nf~4l:lc-.lnfl.c>l.l'lc>r~lu1nLn1qra:;l:nrnQmlJbr;:l¢-l¢-l-=l:-<n=l~ulr~lf-\1-lf-I N m
Rfno_ n ~*.<4 "L "E m-r-. m in m  N 1-1 Fl

F l

4 '  § a s
'= ;  1  "Lr\ mh  Q- u m
Mn m Ru
Q qt

v> an

I a I-I c~4
m m m
m Pp 1-4 |
Q-1 r~4 N
m m LD
h m - 4

F~
m

4.4

r-.
qQS | |
cs
m
m

m
1-4
:fs
9
-=r(Ii
'q

411 41

m
2
3
u
m. :0
m
9
s
8
-=» 8M :
| IJ

= .EQ lo

l.h

._ 8nm
-- atC I  c
q}
E
Q:s Q c

"* 1.-4
5  3  Q

E  E  3  cD .  Q  9  N U

" E E
_ is 2 'HE .§

E ' ~5p ° 5 §_8 =5 3 G u i 9 5 5
. R " ' § * i u '__ ' : 'a
3388. gem :  g I0 E § § § 3 § § § n : § 8 E 8 I

S E E  ; § " ' S i  2 : g
=@=§g§=§8§=g ===§§§E:§sa3a£a§;asEE3:1usa
8 3 3 ' 6 8 " . ' I E 3 E 3 3 3 9 8 ° $ 9 " " " * 3

5§8§!a-E £i§38£33§!
E'i3§§l§ 133% an

.53?.
8 8

4%
§ "ZB. Q
9 5 8
I - _8 : z '

go%

5 8 _
U : -
' S i n g
2 8 3 0
g e n ;

8338
..;==gm ° § § ~
3 2 2 o n

1-Eu vo 8

= 83 :  3E; _a
3349
§~s=.g'n:

9 8 5 5 i
< : a § 5

anInn
m
8m
m
13
o
u
E

m:a

GI

<.l
£0

5
:O
: 1  'T
in Ll.lLa ea f u

3 8
88<
sf'-El-5'*

9%
558u

£83:w'8j!_
iii?
> l - 0

47 .E  c
_j  2 -un4»whm¢2IE22"£2°"33888898393B88838%889$9$$$$



Valencia Water Company, Town Division - Rebuttal Schedules

Test Year Ended December 31, 2008

Rate Base Adjustment - Acceptance of RUCO Rate Base Adjustment

Schedule B-2

Page 2 of 2

Accumulated Depreciation as Filed

RUCO Calculated Acc um. Dear.
s (3,071,499)

(2,867,910)

Line

No.

1

2

3

4

5

6

7

8

9

Adjustment to Acc um. Depr. s 203,589

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37



Valencla Water Company, Town Division . Rsbutial Schedules
Test Year Ended December 31, zoos
Adjusted Tag! Year income Statement

Schedule C-1

tAI [51 (Cl [D] [E ] [F l III

DE$CR\PT\ON
Actual

Test Year

Pro Forma
Adjustments -

As Filer:

Adjusted
Test Year -

As Flled
Rebuttal

Adjuslmen1s

Augusneu

Test Year -

ReDu11al

P10P0560

Increase .

ReDu11aI

Adju5lBd
vim Increase -

Rebunal

s 2,B05,04B s (145,110) s 2,659938 s 143,041 s 2,802979 s 1,493,850 s 4,296,829
Revenues

Metered Waler Sales
Waler Sales - Unmetered
Other Operating Revenue

Tata\ Operaling Revenues s
2sa_111

3,071,159 s
91 ,era)

(17s,7sa) s
234,483

2,894421 s 143,041 s
234.483

3,037,482 s
117,81 D

1.e11 .hen s
352.293

4.849.122

Operating Expenses
s 704,857

149,890
s (34,049)

(e ,el o)
s 570808

143.080
s (55,315) s 615,493

u 3 p a b
s s 615,493

143,089

257,842 (6,229) 291,613 16356 307.958 307,959

[B,51B) 8.519152,137
31,821

128737
33,729
0 , 5 9 8
37,473

4g39
67,812
17_D9B

3,335
123

143,61 s
31 ,821

128,737
33,729
41 ,ass
37.473
4,239

51,81 z
17098
3335

152.137
31,821

12B_737
331729
41,898
37,473
4239

67,812
17.098
3326

1521137
31,821

128,737
331729
41,898
37.473
4239

61,812
1 7 / e
3,335

(123)
1 B_SS7

(13,9543
18_BB7
zs,a-s4
28,042

2199385
5_sas

13,954 22,761

1,054,235
(12,644)

(118,368) 143236

Bill Salary Ann Wages Employees
BD4 Employee Pensions and Benefits
510 Purchased Water
815 Purchased Power
615 Fuel lot Power Production
so Chemicals
820 Materials and Supplies
62008 Materials and Supplies
ass Contractual Services - Testing
sos Contractual .Services . Other
s41 Renrtal et BulldingIReal Property
642 Rental or Equipment
650 Trnnsporlaiion Expenses
857 Insurance . General Liability
659 Insurance . Other
sea Aevenlslng Expense
rev Rate Case Expense
B70 Bad Debt Expense
E75 Miscellaneous Expenses
403 Depreciation Expense
40B Taxes Other Than Incline
Ana 11 Taxes C>1her Than lncame - Property Taxes
408.13 Taxes Other Than Income . OtherTx-1xeS and L
409 Income Taxes

Tcrtal Operating Expenses s

42,858
28,042

1,135,750
18,529

115,368
2.101

55,549
3,072,529 s

(45a,a71 I
423.836 s

2,1111
(402,522)

3,498,385 s
5.577

1 3 2 3 2 7 s

1a,eev
42,898
28.042

2,199985
5,ss5

143,238
2,1111

(396.915)
3,528692 s

513297
636058 s

18,887
65.559
28,042

2,199,985
s,ss5

143,238
2,101

218,352
4,254,750

Uri)i!y Operating Inonme (Loss) s (1,370) s (600,573) s (501343) s 10,714 s l591,228) s 975,801 s 384,372

s s $ s s s $414 Gains (Losses) from Disk of utica Prop
419 Interest Ann Dividend Income
427 Interest Expense
Total Olnerlncume sn Deductions s

285
12

(148156)
(148_4E9ll s s

285
12

(148,755)
(14B,4r69) s s

2a5
12

(148,788)
(1484691 s s

285
Hz

(148_76B)
(145,469)

rel Income (Loss) $ (149,ea.91 s (800,573) s (75D,412l1 s 10.714 s <7 as ,saw s 875.501 s 235,903

Line
No.
1
2
3
4
5
B
7
8
9
ID
11
12
13
14
15
16
17
18
i s
20
21
22
22
24
25
CB
27
pa
29
30
31
32
33
34
as
36
37
35
so
AD
41
42
43
44
45

Supporting Schedules:
E-2
C-2

Recap Schedules:
A-1



2 1-
:I Nb
3 3 '
15 a
w

N I*-
Cb 'E

9 2
r :
D

E
an

8

4 ii m
-16 ° '81 3 7- .n

3; ET|-

_
1 : .
'E

-a
D
-0:

LD
4

3<

I
3

'L'T

91

1h-

ea

FT
Q
ml
r:>
Ia
b l

| | |

I

r I I I

r I r I

rn PP
3 3.
u r~m m
N Q

ro

Mn

-an

18

no

tn

m

V l

w

m o
m no
4 _ o._
LN m
1- W
<9 H

4 | | | | | t 4 | | | |

I I I I l I 1 I

mm
= 01

r-a
m

I I I I I I 1 I I I I \. P I I I

9».»-»r~mmmmnll:l:1.D
_ m r~¢ m n m 1-. m - ~'4:n m

ri"-Io0"n?-<l4w§r~r~"m`
u1 m rH m '= m l g - 4rt 1-1
I- I of r~ r~ W\ =¢  N to o m

w LD

I I | I I 1 I I I | I I 9 I I 9

TrH Fl

4 q
I I I I 9 I I I I I I 3

rn' m'
l-I v'l

838383888s3=9¥3~8g
* ml r4

N

1
|** I"\

l | m i n

in m

LIP

In

4.4

Hr

8
14
1 '
-

£9

Ra

an
3no
of
-4'
E

so

4-9

isF-
in
8

an
ml
**l

mm-_r

l

v>

I n

IJ1

1.4

mremmcmHmm
" n

g o '
»-4-r-1

1

I \ I

I I I

I
1.P1

I

I

LH

an

In

in

E :

Cr;
W:1"

.--
9
n1r1-

w
1 -
_

us

Q
81
*!

E
a y

in

E
in_
8

I

98
no

m
#E
1
D
-ac

-Lm

I

cm 4.8 i n vs v : Q1 UP

ml | | | 4 "1
ul
UP1

_ .
m
i

L r I I I I I I I I I I 1 l I I I l l I I I

ITH
"1m
.*L.

m1-
£"3_
m
m

Lm
I-
'Q
m
inQ D<

*it S h 01 4.4 sa- Lm m *:

8
8

| | 8*
in
Q!"|

' D m an
m v i r~1 | I I 11l r | | I I r 1 I I I I I I I I I | I W

mi m QFl N

8
Ag'

| I | | 83
§ ->D4

T'1-

vi'vl VJ- 1/> -Sn a l <5 4.4

an  O
o  c o
9  Q _
, Q  9
NO -1

m
*4

r Ia
3I'lf\C1»§l*l'lU\1"*§lU

PHIYI nr:
'~439"'  -143 _'fa

g m g ffv w fn 4914£ 88
l * " "
3 3 2I-

m ' m  H
m
m
m`
m
m_
r4

an N
Q* v
f c>Q of_

nr

`_1-

mN

r ~  4  N 10 -in
w  W m

I LD OF 8  m  3 I
on au au m UP
I-l 1'*l N mHn`

I-l 9 m
o E"I 19-I m m
N  N  w

o  a s
-a -Q

m

» -
m
we
" L
r~
c a

8

Lf) N LD m
go v-4 an no
¢-J r~ 4

m m
q vFl FL*1'

»-N1-
QUP
I;

am Mn 41 v> as vs W ea

£3

§ll§1Lr"
4
° .<c

Q |
r"l
4-1

m
q
I-l

may
1-lu>(Y:l*w,.§

8_3:resm...

ClN
" i
_Ag

ET
I-l
'n_
SP.

'n'T r- 9
2  3  3A

QS r-4

I I

go ii___

Lo --v mm 3 8
on

: 1

I-l no
r -  m
M m
g  Metd W

d-u
cm
r -
"q
D
cm
tnNr

a>
P-
no
o
Q
[D

in va va -Sn 4 4 Rh -

I r~ Q
an m
m  m

U\
8  4
r~ 1-1

qt
9r-(71N

h  H  n m  m  m  m  n w  m
m  u  m  n  m  n -  m  d  m  m

1 l.llq_l\ l \ ; q q l l l 1 § q l l 1 , q
n 1 - l 3 4 1 1 - a h w r - r - m

m 1_l ~ m a

1

3
l *
FL-
T '

on
m
UP
11-8

Gu w
c  w
LIJ >-
Ts '54

o
8 |-
4

m
8.
8m
if

TO as
1-1 LD
1-1 H

an o4\
w r -
t'<l Q _

m

oowumuudosoam v m w m o vw`l*:Ulrll_r'I LI'\_
r q m u n m m u m r . I

Fe 1-1

H i n

um re: '8 3of QS m \DN r- -4
m an
q w
f-1 I-l*_' -4

U| -Lm LW vu 18 v ' l 1.0 4%

:fl
*Q

vo :
lll fil

9mQ
Ell
3'
3

we
C
o

2:C

z
QI-'
8
(Z
oCDLu
a

"5
E
o

: an
no E
8  8
*I* :

s

3:
go
38

§=8 - E ET
al =§ 3 §

5-» a "'8,;, : 2" go -5
4, 3 18 g§%*3§=;4§§§E§ 8
83858 ==¢a§3s38m§8=E§3l.

= 1> '3 _ 542 Qss
£9343 3 §=.8§§28§ii'2.=*§
.383§8§§38§§3§8§§33§85§8§3

.-J4-*"

9

8% 8
33:8

38
283'
gr
9:98

2 2 -5m 8.)4- o

q m l m

1-Ral
8

,
an
EDu
E D

E 23==9§
3§¥»=
91-ig

§%33§
. z o r -

3

l g 5 -88_. ;€ E-3 I; 8 3 Isis;

I 3 4 0 3 1 i i
an * .353 -_ .. Q
§§§3333§=33§§3§§§§§E3§§§§*

! \
in
l l
oz
_I

EJ

E
E
m:
E
I)Q
O

EZ 8188

-E
8
g
3
§
Egg
3:8
328
9§§

88"1-.E#so
m
.JZ1'h.IFB'Tl!}{GI-*J5lJ1\-r-1-1-1-r-v*x-r-1-l2\Jl\l1.'Nlf."lDi\"wll"\IL'*uIC\IC*ll"'}I"l in am c~¢»mm-erxr 1 wr

I



'Valencia Water Company, Town Division - Rubutlal Schedules
Test Tear Ended December 31 | :mos
Income S1 a'cernent Adjustment 1
Remove Annualizaliorl Revenue 8. Expense to reflect End-of-Test Year Cutomer Counts

Scheele C-2
Page 2 of?

[Al (BJ [C l ID] [El lF IG]

Lna
Ho. Class Rf Service

Average No. of
Customers

Per Bill Counl
Sch H-2 Col. 8

Year-End
Number of
Guslorners

Average
Additional

Customers

Ra - AI

Change in

Ella 19 be
asked

Average
Gallons Sad
Per Customer

Addikinnnl

K Gallons

To Be Sold

Addllfon al
Revenues at

Preses Rates

Varies

\¢'ari1=a
Varier
Varies

s
1
1
2
3
4
5
6
7
s

5/8' RnidnM1II Turn ivilim
3/4' Rasi&¢l1i1l. Town refinion
1' Ruxdinlhl Town Dtvlslnn
Z' Rnidental. Tam Dlvlslan

s u m Relldkrlld

4561
95
75
15

4550

4,1zs
23
79
14

4,844

57
(75)

4
(1)
(5)

a13
(901 }

49
(5)

(47)

2_a47
(4.204)

380
(862)

(1 ,84IJ) s

{12» ,T11]
25539
(2,923)
3.627
7.531

TO 3
(1)

38
(7)

215
(*1)

s (1,312)
buzz

14
1
4
2

21
2
1
1

45

4
z

23
2

2 33

Va res
Va ties
Vines
Varies
Varies
VIFIQB
varies
Varies

3,793 111 _2vsl

4123

SM' Gamrnordll, Town Divdan
3/4' Gommerdull. Town Divhlion
1" Commerdll, Tuwul Dhrisiun
1 .5" Cnmmerckl, Town Div dun
2' Cmmnueiu. Turn nzvaiun
3' Commlrdll. Tum Divihn
4' Commercial. Town Division
5' Commercial. Town Div lion

&lblufli Gnnlnerdal
1

45

(T)

3

16)

56

(8)

4,039 s

s

(8,144)

2' Cun9tru&u¢1,TD
3' Curskudon, TD
4' Cunstucbon TD
B' Cons1rud5cn. TD

15

z

1
1

19

n i l
(al
r e
(1)

(19)

( pa l
(1 al
(10)
(5)

(2091

Vats US

Vary Eu

Varies
Va rt es

[32,7?2)
(I 592)

(331)
(1 ,58l'l}

135274)

119535
4,153
7945
8,u17

143,554

Teals 4.915 4,993 (22) (sum (34.075}

s

s 143041

Class of Expense

Average
Call Per

Gallons Sued
Per ad\ E-7

Addilional

K [8-alinns
To Be Sold

Additional
C 031 From

Customer
Growlrl

Pumping
Water Treatrnerst

5
s

D.4B
o.25

(34,075)
(34,075)

5
s

151356
85519_

s
la
11
12
13
14
15
15
17
i s
19
zo
z's
22
23
24
25
26
27
28
2s
SD
31
oz
33
34
35
as
37
CB
39
40

Trials ._s..
24 B75



Valencia Water Company, Town Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for Staff Adjustment 4

Schedule C-2
Page 3 of 7

Staff Adjustment
Removal of duplicate reduction
Adjustment to Salaries and Wages

5

$

61,633
5,318

(55,315)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (55,315)



Valencia Water Company, Town Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 3
Adjustment to Purchased Power Expense

Schedule C-2
Page 4 of 7

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40



Valencia Water Company, TownDivision - Rebuttal Schedules
Test Year Ended December 31, 2008
income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Revenue Levels

Schedule C-2
Page 5 of 7

Bad Debt Expense - Test Year Actual
Adjusted Test Year Revenues
Bad Debt Expense Rate

$ 42,898
3,037,452

1.4123%

Adjustment to Bad Debt Expense - Remove Direct Adjustment $ 13,954

Line
No.
1
2
3
4
5

6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Bad Debt Expense For Proposed Revenues $ 22,761



Valencia Water Company, Town Division . Rebuttal Schedules
Test Year Ended December 31, EDDa
Income Statement Adjustment 5
Adjuslment to Property Tax

Schedule C-2
Page 6 of 7

Line

No,

Test year

As Adjusted

$

Proposed
s

$
s

$

$

$
$

Adjusted Test Year Revenues
weight Factor
Subtoiat (Line 1 * Line 2)
Proposed Revenue Requirement
Subtotal [Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line S)
Department of Revenue Mulilpher
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 4»  Line 10 - Une 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate

3,037.462
2

5,074,925
3,037,462
9,112,387

3
3,037,462

2
6,074,925

415,844
96,323

5,394,445
21.0%

1342,834
10.6567%

s

3,037,452
2

6,074,925
3,037,462
9,112.387

3
3,037,462

2
5,074,925

415,844
95,323

6,394,446
21.0%

1,342,834

10.» 8e§e
s

Task YearAdju$ted Properly Tax (Line 14 l Line 15) - Rebuttal
Company Proposed Prcpedy Tax - As Filed

$ 143,235

s 143.235Test Year Adjustment (Line 15-Line 17)
Properly Tax - Recommended Revenue (Line 14 " Line 15)
Test Year Adjusled Property Tax Expense (Line 16)
Increase in Property Tax Expense Due Io Increase in Revenue Requirement

s
s
$

143,236
143.236

$increase to Property Tax Expense
Increase in Revenue Requirement
Increaser Property Tax per Dollar Increase in Revenue (Line19flJ ne to) 0.000000%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
CB
27
CB
29
30
31
32
33
34
35
35
37
38
39
40

Adjustor Commodity Base Rate (Proposed Prop. Tax I Test Year Gallons Sold x 1,000)
At end of year, calculation is made to determine property tax oolleded using the commodity base rate
multiplied by the years gallons 5old/1,DOD. This equates to the property tax collected, Actual
properly tax divided by the years gdtons sold/1,000 is also calculated. The difference would
be passed through to customers as the Property Tax Adfustor rate.

s 0.23



Valencia Water Company, Town Division - Rebuttal Schedules
Test Year Ended December al, 2008
Income Staemenl Adjuslment 6
Adjust Income Taxes to Reflect Adjusted and Proposed Income Taxes

Schedule C-2
Page 7 of 7

Line
No.

Adjusted
Test Year
Results

Propose<i
Revenue
Results

Operating Income Before Income Taxes
Synchronized Merest
Arizona Taxable Income

$ (988,174)
40,210

(1 ,028,384}

$

s

600,724
48,210

580,514

Arizona Income Tax (G.968%)

$

s [71558) $ 39,057

Federal Income Before Taxes
Less Arizona Income Taxes
Federal Taxable income

$ $ 560,514
3 9 9 5 ;

521 ,457s

(1,oza,384)
(71,658)

(956,727) s

Federal Income Tax (34% Tax Bracket) $ s 177295

Total Income Tax s

(325,257)

(396,945)

3B.5989%

$ 216,352

Tax R319 38.59B9%

Efieciive Income Tax Rates
Stale
Federal

6.9S80%
31.G309%

8.9680%
a1.6309%

Test Year lnoome Taxes (Sch. C-2, Line 31)
Increase/(Decrease)10 Inc-ome Taxes - Adjusled

$
s

(402.522)
5,577

$ (396,945)Test Year Income Taxes - Adjusted

Increased(Decrease} to Proposed Income Taxes $ 513,297

s

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25
25
27
CB

29
30
31
32
33
34
35
35
37
38
39
40

Calqufpfionof Interest Svnchronizatiun:
Rate Base (Sch. B-1 )
Weighted Average Cost of Debt (Sch. D-1)
Synchronized Interest [L32 X L33) s

4,443,607
0.90%

40,210



Valencia Water Company, Town Division
Test Year Ended December 31, 2008
Computation III'Gross ConversionFader

- Rebuuau Schedules Schedule C-3

Revenue

Uncollectible Factor (L14)

Revenues (LI - L2)

Combined Federal and Slate Income Tax
Summa (La - LE)
Revenue Conversion Factor (L1 I LE)

Percentage of
Incremental

Gross Revenues
10D.0000%

0.8672%

99.1328%

38.S9B9%

E0.5340%
1.651965

Calculation of Uncollectible Factor:
Revenue
Combined Federal and State Tax Rate (L23)

One Minus Combined Income Tax Rate (L10 - L11)
Unwlleclible Rate
Un0olleciible Factor (L12 xL13 )

100.0000%

38.598994

61.4011%

1.4123%

0 8672%

B.9680%

100.0000%

6.9EBD%

93.0320%

34.080096

31.r530>%

Line
No.

1

2

3

4

5
s

7
8
g

10

11

12

13

14

i s
16
17

LB

19

20

21

22

23

24
25
26
27
28
29
30
31
32
33
34
35
35
37
CB
39
AD

Cal.cl,lmon of Effective Tax Raiei
Arizona Side Income Tax Rate
Operating Income Before Taxes (Arizona Taxable Income)
Arizona Stale Income Tax Rate
Federal Taxable Income (Lie - L19)
Applicable Federal Income Tax Role
EHedivE Federal Income Tax Rate (L20 x L21)
Combined Federal and Stale Income Tax Rate (L17 +L22) 38.5989%_
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AS FILED
Original Cost -

As Filed
Fair Value

AS Filed
s

$

$

$

929,057

(4,404)

-0.47%

929.057

(4,404)

~O.47%

$ $90,304

9.72%

90,304

9.72%

5 $

$

94,708

1.645085

155,B03$

94,708

1.645086

155,803

REBUTTAL
Driginal C0$[

Rebuttal
Fair Value

Rebuttal
$

$

$

$

895,377

11 614

1 .30%

895,377

11,614

130%

$ $ 77,450

8.65%

77,450

8.65%

s s65,836

1.646464

108 396 $$

65,836

1.646464

108,396

Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31 . 200B
Computation of Increase in Gross Revenue Requirement

Schedule A-1

Line
No
1
2
3

DESCRIPTION
Adjusted Rate Base

Adjusted Operating Income (Loss)
4

Current Rate of Return (LS / LI)

Required Operating Income (LQ * LI )

Required Rate of Return

Operating Income Deficiency (LE - LE)

Gross Revenue Conversion Factor

Increase in Gross Revenue Requirements

5
6
7
8
9
10
11
12
to
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Suonortinu Schedules:
B-1
C-1
C-3
H-1



Valencla Water Company. Greater Buckeye Division - Rebuttal Schedules
TeM Year Ended December 31, 2008
Summary of Fair Value Rate Base

Schedule B-1

Line
No

s

Rebuttal
Adjustments

s $Plant in Service
Less: Accumulated Depredation

QC. Rate Base -
As Filed

2,832,537
(898,484) [33,680)

OC. Rate Base -
Rebuttal

2,832,537
(932,164)

Net Plant in Service s 1,934,053 s [33,680] $ 1,900,373

LESS:
net CIAC
Advances in Aid of Construction [AIAC)
Customer Deposits
Deiérred Income Tax Credits

336,553

747,555

11,080

335,583
747,555
11,080

ADD:
Unamortized Finance Charges
Defered Tax Assets
Working Capital
Utility Plant Acquisition Adjustment

90,222 90,222

1

2

3

4

s

6

7

8

9

10

11

12

13

14

15

16
17
18

19
20

Original Cost Rate Base 929,057 5 [33,6BO} _ _ 895,377

21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48

Supporting Schedules:
8 2
B-3
E-1
B-5

Recap Schedules:
A-1
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Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Rate Base Adjustment - Acceptance of RUCO Rate Base Adjustment

Schedule B-2

Page 2 of 2

Line

No.

1

2

3

4

5

Accumulated Depreciation as Filed

RUCO Calculated Acc um. Dear.
s (898,484)

(932,164)

Adjustment to Acc um. Dear. s (33,680)

6

7

8

g

10

11

12

13

14

15

18

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37



Valencia Weber Company, Gruaiur Buckeye Divllion - RsbutVal Schsduiax
Teel Year Ended December 31 . 2008
Adjusted Test Year Income Statement

Schedule C-1

[A] [81 [ c ] [DI 151 IF] [G]

DESCRIPTION
Actual

Teslyear

Pm Fomla
AdjusimeMs -

As Filed

Adjuslad
Test Year -

As Fled
Rebuttal

Adjustments

Adjuslea
Test Year .

Rebunau

proposes!
Increase .
Rebuttal

Adjusled
'Mth Increase .

Rebuttal
Line
No
1
2
3
4

s 365,114 s (42,334) s 322,780 s is E55 s 3B5,435 s 98,248 s 464.882
Revenues

Metered Water Salas
Water Sales . Unmetered
Other Operating Revenue

Total Operating Revenues s
14-D39

379,153 s 142.334) s
14,039

335,819 s 43855 s
14,039

388,474 s
10,155

108.396 s
24189

455 671

Operating Expenses
s s (2,819)

(524-]
s 76,217

15,154
52,055
21565

s (7.c1e1 s 69,201
15,164
52,085
26995

s s 69,201
1e,1s4
52,085
28,995

78.838
16.e88
52,055
26.107 (5,542) 4,429

13ID43
4,236

18,551

(2,252) 1D,751
4,238

16,551

z,zaz 15,043
4238

16,551

13,u43
4.236

18,551

3.774
583

3,686
58

9,978
2,57a

3774
593

3.686
58

s,s7e
2.073

3.774
593

s eas
CB

g 876
z,o7a

(336)
1,333
(752) 752 1.174

3,774
593

3,556
CB

9,575
z,o7a

338
22

4,s2o
SB44

95355
:s,e4o

1552'l'

15,195

1,a55
3,358
e.a44

113,550
3.340

1,355
4,120
6,544

113,580
3340

17015(15,527) 17,815

1,:4ss
e.2s4
6.844

113.550
:Lana

17,015

Sm Salary Ana Wages . Employees
804 Employee Pensions and Beneftrs
61D Purchased Water
615 Purchased Power
B18 Fuel fur PuwsrPmdudior\
E78 Chemicals
520 Ma'lel'ials and Supplies
820.08 Materials and Supplies
535 Cnnlradual Sewioes . Testing
536 Cuntradual Services - Other
e41 Renal of auriaing/Rear Property
542 Renlal or Equipment
650 Transportation Expenses
857 Insurance . Genteel Liebiiily
559 Insurance , Other
sao Advertising Expense
557 Rate Case Expense
670 Bad Debt Expense
875 Mrscellaneuus Expenses
4D3 Depredmion Expense
toa Taxes Other Than lncume
40811 Taxes Other Wan Incurs - Pmpeny Taxes
40813 Taxes Other Than Income - Other Taxes and L
409 Income Talaes

Total Operaling Expenses s
13.838

268917 s
(19,642)
(25,694) s

(5,703)
341 ,223 s

10,1 TO
21,537 s

4,473

:468,a4so 5
41 ,387
42,560 s

45.560
411,420

Uiilily Operaiinq Income (Loss) s 12.238 s (15,640) s (4 ,4o4) s 15,018 s 1 1 , 8 1 4 s s5,sae s 77,450

s s s s s s s414 Galns (Losses) from Dlsp oI'UtII Prop
415 lmeresi and Dividend Income
127 Interest Expense
Tola[ Other Income and Deductions s

(B,54B]
(5,548)

.5 . . .
$

(8,548)
(5,518) s s

(5,548)
(8548) s S

§8,548)
fe,54a)

Net income (Loss) s 39911. s [1 E,E4U) s r12,9521 s 16.018 3.065 s 55.535 S aseoz

5
B
7
a
s
H:
11
12
13
14
15
15
17
la
19
2D
21
22
pa
24
25
i s
27
28
29
30
31
32
33
34
35
as
37
38
39
4-D
41
4-2
43
44
45
46
4-7
45
49
AD

Suunortinc Schedules:
E-2
C-2

s

Recap Schedules;
AS
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Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for Staff Adjustment 4

Schedule C-2
Page 3 of 7

Staff Adjustment
Removal of duplicate reduction
Adjustment to Salaries and Wages

$

$

7,832
816

(7,016)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
'16
17
18
19
20
21
22
23
24
25
26
2'7
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (7,0_1@)



Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31 | 2008
Income Statement Adjustment 3
Adjustment to purchased Power Expense

Schedule C-2
Page 4 of7

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
2B
29
30
31
32
33
34
35
36
37
38
39
40



Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Revenue Levels

Schedule C-2
Page 5 of 7

Line
No.

Bad Debt Expense - Test Year Actual
Adjusted Test Year Revenues
Bad Debt Expense Rate

s 4,120
380,474

1.08%

Adjustment to Bad Debt Expense - Remove Direct Adjustment $ 752

1
2
3
4
5

6
7
8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Bad Debt Expense for Proposed Revenues S 1,174



Valencia Water Com party, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 5
Adjustment to Property Tax

Schedule C-2
Page e of 7

Line
No.

s

$
$

s

Tesl Year
As Adjusted
$ 380,474

2
780,949
380,474

1,141,423
3

380,474
2

760,949
12,969

$

Proposed
350,474

2
760,949
380,474

1,141,423
3

380,474
. 2_

760,949
12.959

s
$

Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 ' Line 2}
Proposed Revenue Requirement
Subtotal (Line 4 + Ume 5)
Number of Years
Three Year Average (Line 5 I Line 6)
Department d Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CVVIP -
Less: Net Book Value Dr Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessment Value (Line 12 ' Line 13]
Composite Property Tax Rate

773,918
21 .O%

162,523
10.4693%

s

773,918
21.0%

152,523
10.4593%

$
Test Year Adjusted Property Tax [Line 14 ' Line 15) - Rabutial
Company Proposed Properly Tax - As Filed

$ 17,015

s 17_015_Test Year Adjustment (Line 16-Une 17)
property Tax - Recommended Revenue (Line 14 ' Line 15)
Test Year Adjusted Properly Tax Expense (Line 16)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

$
$
s

17,015
17,015

$Increase to Property Tax Expense
Increase in Revenue Requirement
Increase lo Property Tax per Dollar Increase in Revenue (Line19/Line 20) D.00DD00%

1
2
3
4
5
B
7
8
g
10
11
12
13
14
15
15
17
18
19
20

21
22
23

24
25
28
27
28
29
30
31
32
33
34
35
36
37
38
39
4D

Adjus'lor Commodity Base Rate (Proposed Prop. Tax I Test Year Gallons Sold x 1,0D0)
At end of year, calcuiaion is made lo determine properly tax collected using the commodity base Ede
multiplied by the years gallons sold» '1 ,000. This equals to the properly tax oollecled, Actual
properly tax divided by the years gallons soldf1,0D0 is also calculated. The difference would
be passed through is customers as the Properly Tax Adjustor rale.

s 0.22



Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statemerwi Adjustment 6
Adjust Income Taxes Io Ref1er.t Adjusted and Proposed income Taxes

Schedule C-2
Page 7 of 7

Line
No.

Adjusted
Tes'l Year
Results

Proposed
Revenue
Results

s 5Operating Income Before Income Taxes
Synchronized Interest
Arizona Taxable Income

16,087
4,499

11 ,see s

123,310
4,499

118,811

Arizona Income Tax [B.95B%]

$

s 808 s s,279

s $Federal Income Before Taxes
Less Arizona Income Taxes
Federal Taxable Income s

11,589
BD8

10,781 $

1'iB,811
8,279

110,532

Federal Income Tax (34% Tax Bracket) s 3,eee s 37,581

Total Income Tax s 4.473 s 45,BEO

Tax Rae 385989% 3B.59B9%

EtTec1ive Income Tax Rates
State
Federal

59580%
31.E3D9%

5.968D%
31 .6309%

Test Year Income Taxes (Sch. C-2, Line 31)
Inc>rease.'(Decrease) to Income Taxes - Adjusted

s
5

(5,703)
10,176

$ 4.473Test Year lnonme Taxes - Adjusled

Increased(Decrease} to Proposed Income Taxes s 41,387

s 895,377
0.50%
4.499

1
2
3
4
5
B
7
8
9
ID
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25
26
27
CB

29
30
31
32
33
34
35
36
37
38
39
4D

Calculation of :nreresr Synchronization:
Rate Base (Sch. B-1)
Weighted Average Cost of Debt (Sch. D-1)
Synchronized Interest (L32 X L33) s



Valencia Water Company. Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of Gross Conversion Fadlof

schedule C-3

Line
No.

Percentage of
Incremental

Gross Revenues
100 .G000J

0.B649%
99.3351%
38.5989%
607362%

1
2
3
4
5
6
7
a
9
10

Revenue
Unodlecible Factor {L14)
Revenues (L1 - L2)
Combined Federal and Stale Income Tax
Subtold (LE . L4)
Revenue Conversion Fodor (LI I L5) 1.545464

Calculation of Uncollectible Factor:
Revenue
Combined Federal and State Tax Rate (L23)
One Minus Combined Income Tax Rate (L1D - L11)
Unodledible Rafe
Urxeollectible Factor (L12 x L13 )

10D.000EJ%
38.5989%
61.4011%

1.0829%
0.SS49%

11
12
13
14
to
16
17
18
19
20

69B80%
10410000%

5.96BD%
93.032a%
34.00DD%

31.6309%
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
28
39
40

Calculation of Effective Tax Rate:
Arizona State Income Tax Rate
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Role
Federal Taxable Income (L18 - L19)
Applicable Federal Income Tax Role
Effective Federal Income Tax Rate (L20 x L21)
Combined Federal and Slate Income Tax Rate [L17 +L22) 3B.5959%



Moe

Rebuttal Schedule

WUGT

•

I

4



AS FILED
Fair Value -

As Filed
Original Cost ..

As Filed
$

$

$ $

2,598 259

(153,371)

-5.90%

258,267

9.94%

ss 411 ,638

1.845086

677 179$s

$ 2,598,259

s (153,3711

-5.90%

258,267

9.94%

411 ,Asa

1.645086

8771179

REBUTTAL
Fair Value

Rebullal
Original Cost

Rebuttal
$ 2 553 849

$

s 2,553 849

$ (157,401)

-6.14%

221 773$ $

8.65%

(157 401)

-6.14%

221,773

8.65%

$ $ 379,174

1.644176

379,174

1.644176

ss 623,429 623,429

Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of Increase in Gross Revenue Requirement

Schedule A-1

Line
No. DESCRIPTION

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE l LI)

Required Operating Income (LE * LI )

Required Rate of Return

Operating Income Deficiency (LE - LE)

Gross Revenue Conversion Factor

Increase in Gross Revenue Requirements

1
2
3
4
5
8
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Supporting Schedules:
B-1
C-1
C-3
H-1



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Summary of Fair Value Rate Base

Schedule B-1

Line
No.

Rebuttal
Adjustments

ss

O.C. Rae Base -
As Fslea

4,764,593
(952,778)

S

O.C. Rate Base -
Rebuttal

4,764,593
(987,188)

Plant in Service
Less: Accumulated Depreciation (34,410)

Net Plant in Service s 3,811,815 $ (34,410) s 3,777,405

LEss;
Net CIAC
Advances in Aid d Cansiruclion (AIAC)
Customer Deposits
Deferred Income Tax Credits

64,988

1,244,586

11,537

64,988

1,244,686

11,537

ADD:

Unamortized Finance Charges
Deferrer Tax Assets

Working Capital
Utility Plant Acquisition Adjustmerri

107,655 107,655

Original Cos( Rate Base s 2,598,259 s (34,4102 2,563,849

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16
17
18

19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Suonortinu Schedules:
B-2
B-3
E-1
B-5

Recap Schedules;
A-1
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Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules

Test Year Ended December 31, 2008

Rate Base Adjustment - Acceptance of RUCO Rate Base Adjustment

Schedule B-2

Page 2 of 2

Accumulated Depreciation as Filed

RUCO Calculated Acc um. Depr.
s (952,778)

(987,188)

Line

No.

1

2

3

4

5

6

7

Adjustment to Acc um. Dept. $ (34,410)

B

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

S0

31

32

33

34

35

36

37



Water U'lility Tl Greater Tonopah, Inc.
Test Year Ended December 31, 2008
Adjusted Test Year Income Statement

. Rebultll Schudulu Schedule C-1

:Al 181 [C] [0] [El [Fl [G]

DESCRIPTMJN
Actual

Tes1 year

Pm Forma
Adjustment. _

As Filed

Adjuslsd
Test Year -

AS Filed
Rebuttal

Adiuslments

Adjusted
Test Year -

Rebuttal

Proposed
lnclease .
Rebuttal

Adjusted
Wim Increase -

Rebuttal

s 271 ,752 s (21,551) s 250,201 s s 250.281 s 617,554 s 867.755
Revenues

Melersd Water Sales
Wsief Sames . Unmelered
Other Operal3ng Revenue

Total Operalmg Revenues s
9,103

250,855 s (21551) s
8,103

259,304 s s
9,1 us

259,304 s
5875

523,429 s
14.878

882133

Operating Expenses
s 51,004

1c~,833
s (2,819)

(524)
s 48,385

1D_3DB
s (4,829) s 43.756

1 o ,309
s s 43.756

10,309

17,nsD (Asa) 15,192 (372) 15.820 15,820

34,032
12,508
1D.2TB
11,096
34,583
2,1175

732
s,es5
1,1e1

216
17

(2,904) 31,128
12,809
10,278
11,008
s4saa

2,075
732

apes
1,187

215

s m z u
12,e09
10,275
111008
s4,sss

2,1175
732

s,ae5
1_1s7

215

31,125
12,609
10,278
11006
34583
z.075

732
e.Qe6
1.157

zee
(17)

1,333
142 (142) s,asz

1 D4,E2B

1,333
2,593
4.474

3D7,53B
8.514

801 Salary and Wages - Employees
604 Employee Pensions and Benefits
610 purchased Water
615 Purchased Power
she Fuel fbrPower Prnduzxicn
S18 Chemkcais
ego Materials and Supplies
820 08 Malerisls and Supplies
535 Contractual Services . Testing
836 Contractual Services . Other
s41 Rental of Build&nglReal Properly
542 Rental of Equipment
B50 Transportation Expenses
857 Insurance - General Liability
ass Insurance - Other
550 Advertising Expense
E87 Rate Case Expense
E70 Bad Debt Eicpense
675 Miscellaneous Expenses
we Depreciation Expense
AIJB Taxes Other Than income
40511 Taxes Other Than Income - Property Taxes
40513 Taxes Other Than Income . Other Taxes and L
409 Income Taxes

2,451
4,474

2D2,910
8,614
7143

344
(7,143) 11B87

Total Operating Expenses s
(32.D5B)
388585 s

(55300)
25.109 s

344
(87368)
412,574 s

(2,513)
4_osn s

1,333
2451
4474

307538
s,e14

11687
344

(100.481)
415,705 5

23 s ,362
244 ,255 s

1,333
B.344
4,474

3DTI53B
s,e14

111857
344

137.881
660s60

Ulilily Memling Income (Loss) s (105,710) s (47,581) s (153371) s (4,030) s (157,401) s 379174 s 221773

s s s s s s s414 Gains (Losses) room Disk of Lim Prop
419 interest and Dividend Income
427 lmerssl Expense
Tnlal Qlher Income and Deductions s

3
(17-.5n8)
(17,5D3) s s

3
[17_5D6)
(17,503) s s

s
(17,5D6)
(17595) s s

a
(11508)
(17,503)

Nel Income (Less) {1231213) s (47.6E1 ) s (170,574) s (4,030) s in ?4,904) s 379,174 s 204,270

Line
no
1
z
3
4
5
5
T
8
9
10
11
12
13
14
15
16
'W
18
19
20
21
22
ZN
24
25
25
27
2B
2B
30
31
32
33
34
35
38
37
38
39
40
41
42
43
no
45

SuDDurtarlcl Sdwdules,

E - 2

C - 2

s

Recap Bchedufesz
A-1
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Wawr Ufllliy 01 Greave Tonopah, Inc. , Rwunal Schuduiax

Yes! Year Ehdec December 31. zoos
Income Statemenl AdJustment 1
Annualize Revenue a Expense Lo railed End-of-Tesl Year Culomer Counts

Schedule C-2
Page 2 Rf 7

Lma
No Class Rf Service

1
2
3
4
5
5
7
8
s
10
11
12
13
14
15
15
17
TB
19
20
21
22
23
24
25
i s
27
28
29
30
31
32
33
34
35
36
37
38
kg
KG



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for StaffAdjustment 4

Schedule C-2
Page 3 of7

Line
No.

Staff Adjustment
Removal of duplicate reduction
Adjustment to Salaries and Wages

$

$

5,070
441

(4,529)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (4,629)



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 200B
Income Statement Adjustment 3
Adjustment to Purchased Power Expense

Schedule C-2
Page 4 of 7

Line
No.
1
2
3
4

" ES Purchased Power
Water Loss Percentage Exceeding Staff Maximum Allowed
Adjustment to Purchased Power

$

$

16.192
2.3%
(372)

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Adjustment to Purchased Power $ (372)

37
38
39
40



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Revenue Levers

Schedule C-2
Page 5 of 7

Line
No.
1
2
3

Bad Debt Expense - Test Year Actual
Adjusted Test Year Revenues
Bad Debt Expense Rate

$ 2,451
259,304

0.95%
4

Adjustment to Bad Debt Expense - Remove Direct Adjustment $ (142)5

S
7
8

g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Bad Debt Expense for Proposed Revenues $ 5,893



Water Utility of Greater Tonopah, Inc. - Reblltlal Schedules
Test Year Ended December 31. 2008
Income Statement Adjustment 5
Adjustment to Property Tax

Schedule C-2
Page 6 d7

Line
No.

S

s
3

'$

Test Year
As Adjusted
$ 259,304

2
518,508
259,304
777,911

3
259,304

2
518,608
12,969

$

Proposed
259,304

2
518,508
259,304
777,911

3
259,304

2
518,608
12,969

s
$

Adjusted Test Year Revenues
Wdghi Factor
Subtotal [Line 1 ' Line 2)
Proposed Revenue Requirement
Subtcnal (Line 4 4- Line 5)
Number 01 Years
Three Year Average (Line 5 1 Line 5)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CWIP .
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate

531,577
210%

111,631
10.4593%

s

531,577
21.0%

111,531
10.4893%

s
Tesl Year Adjusted Properly Tax (Line 14 * Line 15) -
Company Proposed Properly Tax - As Filed

Rebuttal $ 11,587

s 11,687Test Year Adjustment (Line 16-Line 17)
Property Tax _ Recommended Revenue (Line 14 " Line 15)
Tesl Year Adjusted Property Tax Expense {Line 15)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

$
$
$

11,587
11,687

sIncreaser Properly Tax Expense
Increase in Revenue Requirement
Increaser Property Tax per Dollar Increase in Revenue (Line19/Line 20) 0.00UOOO%

t
2
3
4
5
6
7
a
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
pa
29
30
31
32
ea
34
35
35
37
38
39
40

Adjustor Commodity Base Rate (Proposed Prop. Tax/ Tesl Year Gallons Sold x 1,000)
At end of year, calculation is made to determine property tax collected using the commodity base rate
multiplied by the years gallons s01aI1,000. This equates lo the property lax collected. AnNual
properly tax divided by the year'5 gallons soldll ,000 is also calculated, The difference would
be passed through to customers as the Properly Tax Adjuslor rate.

s 0.30



Water Udflty of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31 , 2008
Income Staiemenl Adjuslment 6
Adjust Income Taxes lo Reflect Adjusted and proposed Income Taxes

Schedule C-2
Page7 of 7

Adjusted
Test Year
Results

Proposed
Revenue
Results

s sOperating Income Before Income Taxes
Synchronized Interest
Arizona Taxable Income s

(257,882)
2,439

(250,321) s

359,654
2.439

357,215

Arizona Inmms Tax (6.96B%) s (18,139) 24,891

Federal Income Before Taxes
Less Arizona Income Taxes
Federal Taxable Income

s

s

s(260,321)
(13,139)

(242,182) $

357,215
24,891

332,324

Fedef al Income Tax (34% Tax Bracke-1)

s

$ $ 112,990

Teal Income Tax s

(B2,342)

(100,481)

38.5989%

$ 137,881

38.5989%Tax Rate

Effective Income Tax Rates
State
Federal

6.91-380%

31.5303%

6.9680%
31 .G309%

Test Year Income Taxes (Sch, C» 2, Line 31 )
increase/(Decrease) to income Taxes _ Adjusted

$
$

(97,958)
(2,513)

sTest Year Income Taxes - Adjusted

Increase/(Decrease)1o Proposed Income Taxes _s

(104481)

238,352

$
Ca/culafion of Interest Synchronization:
Rate Base (Sch, B~1)
Weighted Average Cost of Debi (Sch D-1)
Synchronized merest (L32 x L33] s

2.563.849
0.10%
2,439

Line
No. _
t
2
3
4
5
s
7
8
g
10
11
12
13
14
15
15
17
LB
19
to
21
22
23
24

25
2E
27
28
29
30
31
32
33
34
35
38
37
38
39
40

9



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of Gross Conversion Factor

Schedule C-3

Line
No.

Percentage of
Incremental

Gross Revenues
100_gg00%

D.58D4%

93.41BE%

38.5989%

BD.8207%
1.644175

Revenue
Uneollecible Faclor (L14)
Revenues (L1 - L2)
Combined Federal and Slane Income Tax

Sub1o!aI (LE LE]
Revenue Conversion Factor (LI r LE)

Calculation of Unoolledible Fader
Revenue
Combined Federal and State Tax Rate {L23]
One Minus Combined Income Tax Rate {Llcl L11)
Uncollectible Rate
Uncollectible Fodor (L12 x Ltd )

100.00DO%

38.59s9%

5L4D11%

0.9452%

0.58D4%

6.96w%
10G.D'DDD%

5.9680%

93.G320%

34.0000%

31.630996

1

2

3

4

5
B

7
B
g
'IO

11

12

13

14

15
16
17

18

19

20

21

22

23

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
AD

Calculation of Effective Tax Riel
Arizona State Income Tax Rate
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L18 - L19}
Applicable Federal Income Tax Rate
Effective Federal Income Tax Rate (L20 x L21)
Combined Federal and State Income Tax Rate (LI? +L22) 8_5g89%
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Rebuttal Schedule
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AS FILED
Fair Value

As Filed
Original Cost -

As Filed
$

5

$ 2,251,164

$ (95,458)

-4.24%

20B 008$ s

9.24%

2,251 ,164

(95,458)

-4.24%

208,008

9.24%

s $ 303,466

1 .645086

303,466

1.645086

5S 499,228 499,228

REBUTTAL
Fair Value

Rebuttal
Original Cost

Rebuttal
s 2,207,149

$ (93,559)

-424%

s 2,207,149

$ (93,559)

4.24%

$ $190,918

8.65%

190.918

8.65%

$ s284,477

1.641985

$$ 457,107

284,477

1641985

457,107

Willow Valley Water Company, Inc. Rebuttal Schedules
Test Year Ended December 311 2008
Computation of Increase in Gross Revenue Requirement

Schedule A-1

DESCRIPTION
Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Recur (LE I LI)

Required Operating Income (LQ * LI)

Required Rate of Return

Operating Income Detidency (LT - LE)

Gross Revenue Conversion Factor

Increase in Gross Revenue Requirements

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
26
27

SuDDortinQ Schedules:
B-1
c-t
C-3
H-1



Willow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Summary of Fair Value Rate Base

Schedule B-1

Una
No.

s

Rebuttal
Adiustmenis

s

O.C. Rae Base -
Reburial

4,016,878
(1,272,062)

sPlant in Service
Less: Accumulated Depreciation

O.C. Rae Base -
As Filed

4,015,878
(1,228,047) (44.015)

Net Plant in Sen?ce s 2,788,831 s (44,015) s 2,744,816

LESS:
Net CIAC
Advances in Aid of Ccnmrumion (AIAC)
Customer Deposits
Deferred Income Tax Credits

618,488
6,985

618,488
6,985

ADD:

Unamortized Finance Charges
Defefreé Tax Assets
Working Capital
Utility Plant Acquisition Adjustment

87,806 87,806

Original Cost Rate Base s 2,251,164 s (44,015) s 2,207,149

1

2

3

4

5

5

7

8

9

10

11

12

13

14

15

16
17
18

19
2D
21
22
23
24
25
26
27
CB
29
30
31
32
33
34
35
35
37
CB
39
AD

Suoporiina Schedules:
B-2
B-3
E-1
B-5

Recon Schedules:
A-1
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Willow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Rate Base Adjustment - Acceptance of RUCO Rate Base Adjustment

Schedule B-2

Page 2 of 2

Line

Accumulated Depreciation as Filed

RUCO Calculated Acc um. Dear.

S (1,228,047)
(1,272,D62)

No.

1

2

3

4

5 Adjustment to Acc urn. Dept. S (44,015)

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37



Willow Valley Water Company, Inc. - Rllzultal Schedules
Test Year Ended December 31 _ 2008
Adjusted Tes1 yea Income Statement

Schedule C-1

IA] IN] [C] [0] [El [9 [GI

DESCRIPTION
Actual

TeslYear

Pm Forma
Adjustment: -

M Fila-d

Adjusted
Test Year»

As Field
Rebury:

Adiuslnlenls

Amu51¢d
Test Year-
Rebunm

Proposed
Increase -
Rebuttal

Adjusted
vwlh Increase .

Rebuttal
Line
No.
'T
2
3

s 462,423 s (8,839) s 453,784 s s 453,754 s 451 ,387 s 915.181
Revenues

Metered Water Sales
Waler Salas - Unmetered
CJ1l1er Operaling Revenue

Total operating Revenues s
19,743

452,155 s 48,539) s
19,743

473,527 s
19,743

473,527 s
5.110

487,197 s
25,453

948,534

s 253,041
56,298

s (25,572)
(5,334)

s 225,359
547885

s (21 ,372] s 204,997
sope5

s s 204,897
50_9S5

33.919 (412) 33,567 31,567 33,561

18,274
18,897
41,492
5,401

12,787
9,155

(225) 78,043
18,597
41.4a2
5.401

121757
e,1as

18,049
15,591
41,492
s_401

12,787
11,155

151149
18,697
41 .492

5,411
12,787
9,185

13,076
5119
1072

SUB

13,oTe
5.119
1072

13,075
s 114a
1,072

13,076
s,119
1.n72

(578)
5,333

sos
5333
4,735

1D,257
155,697

14n

(sail
5833
a,sso

10,257
185897

14D
1a,e10

5,7952850
10,251

126755
2.e20

21,324

55.828
(2,480)

(21 ,324-] 15,510

5.333
7,648

10,257
185.697

140
18,910

Operating Expenses
B01 Salary and Wages - Employees
SN Employee Fenslens and Benelits
B10 Purchased Water
B15 Punch8sea Power
sis Fuel for Power Pruducaion
B1B Chemicals
520 Materials and Supplies
s2nna Materials and Supplies
B35 Contractual Services - Testing
635 Contractual Sundaes - Other
841 Rental of BuildinglReaI Property
E42 Rental of Equipment
550 Trarwsponarinn Expenses
GS? Insurance - General Liability
659 Insurance - Other
660 Advertising Expense
667 Role Case Expense
670 Bad Debt Expense
575 Mlseelleneous Expenses
403 Depreciation Eaqnense
toa Taxes Other Than Lncome
4-DB.11 Taxes DtherThan Income - Property Taxes
405 13 Taxes Other Than Income . Other Taxes and L
409 inoame Taxes

Tolal Operating Expenses s
(411507)
592,312 s

(31 .44s)
(23,32T) s

02.955)
ssasss s

1.447
(1950) s

(71 ,DB)
557,085 s

1784832
182,530 s

107,324
749,716

Utility Operating income (Loss) s (110.148) s 14555 s (95,45B] s 1,900 5 (93,559) s 284,477 s 190,915

s s s s s s s

s'

414 Gales (Losses) from Disk of Util Prop
419 Wleresl and Dividend Income
427 Interest Expense
Tnlal Other Income and Deductions s

779
(13,333)
(12,554) s

779
(13,3331
112,554) s s

719
(11333]
(12_554) s

775
(13,333)
412,55-l)_

4
5
e
1
8
9
10
11
12
13
14
15
LE
1?
LB
l g
2D
21
22
ZN
24
25
25
27
pa
29
30
31
32
33
34
35
38
27
35
29
40
41
42
43

Net income (Loss) s (122_7L]0) s 14,585 s (105,012) s 1 ,son (1 D6.11§l s 2B4_477

s

s 178,364

44
45

Sunuuninu Sohadulest
E-2
G-2

Recacl Schedules
A-1
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winnow Valley Wataf Company. Inc - Rabuttal Schedules

Test Year Ended December aw 20I21B
Income Stale rent Adjusiment 1
Remove Annual&:atlon Revenue 8 Expense lo reflect End-ul-Tesl Year Gulomer Counts

Schedule C-2
Page 2 Rf T

Classat Service



Willow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31 , 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for Staff Adjustment 4

Schedule C-2
Page 3 of 7

Line
No.

Staff Adjustment
Removal of duplicate reduction
Adjustment to Salaries and Wages

$

$

21 .372

(21,372)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (21 ,372)



Willow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31 , 2008
Income Statement Adjustment 3
Adjustment to Purchased Power Expense

Schedule C-2
Page 4 of 7

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
18
17
18
l g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40



VWllow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Revenue Levels

Schedule C-2
Page 5 of 7

Bad Debt Expense - Test Year Actual
Adjusted Test Year Revenues
Bad Debt Expense Rate

s 3,850
473,527

0.81 %

Adjustment to Bad Debt Expense - Remove Direct Adjustment (885)

Line
no.
1
2
3
4
5

e
7
8
g
10
11
12
13
14
15
16
17
18
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Bad Debt Expense for Proposed Revenues $ 3.798



Willow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2005
Income Statement Adjustment 5
Adjustment to Property Tax

Schedule C-2
Page5 M7

Line
No.

Test Year
As Adjusted

s s

$
$

Proposed
473,527

2
947,054
473,527

1,420, 551

$

s

5
s

Adjusted Test Year Revenues
Weight F3dOI
suotmai (Line 1 • Line 2)
Proposed Revenue Requirement
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5/ Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Una 7 ' Lina B)
Pius: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Ume 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate

473,527
2

947.054
473,527

1,420,581
3

473,527
2

947,054
47

1B,B77
930,424

21 .0%
195,389
_9_.B7B1%

$

3
473,527

2
947.054

47
16,577

930,424
21.0%

195,389
9.981%

$
Tesl Year Adjusted Property Tax (Line 14 * Line 15) - Rebuttal
Company Proposed Property Tax - As Filed

s 1B,91D

s 18,910Test Year Adjustment (Line 16-Line 17)
Property Tax - Recommended Revenue (Line 14 ' Line 15)
Test Year Adjusted Property Tax Expense (Line 18)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

$
s
$

18.910
15,910

sIncrease Io PropeNd Tax Expense
Increase in Revenue Requirement
Increase 10 Properly Tax per Dollar Increase in Revenue (Line19/Line 20) D.ODDDDD%

1
2
3
4
5
e
7
8
g
10
11
12
13
14
15
i s
17
18
19
2D

21
22
23

24
25
26
27
28
29
30
31
32
33
34
35

36

37

38

39

40

Adjustor Commodity Bass Rate (Proposed Prop. Tax/ Test Year Gallons Sold x 1_000)
At end of year, calculation is made Io determine property tax oolleded using the commodity base roe
multiplied by the years gallons sold/1_000. This equates tithe property tax collected, Actual
property tax divided by the year's gallons sold/1 ,000 is also calculated. The diHerenoe would
be passed through to customers as the Property Tax Adjustor rate,

$ 0.19



willow Valley Water company, Inc. - Rebuttal Schedules
Test Year Ended December 31, 20DB
Income Statement Adjustment 6
Adjust IncomeTaxes to Retled Adjusted and Proposed lnoome Taxes

Schedule C-2
Pages of 7

Line
No.

Adjusted
Test Year
Results

Proposed
Revenue
Results

Operating Income Before Income Taxes
Synchronized Interest
Arizona Taxable Income

s $ 298,243
20,193

278-,050

(165,067)
20,193

(185259) $

Arizona Income Tax (6968%)

s

s (12,909) s 19,375

Federal Income Before Taxes
Less Arizona income Taxes
Federal Taxable Income

s s

s

(185,259)
(12,909)

(172,350) s

278,050
19,375

258,675

Federal Income Tax (34% Tao: Bracket) s s 87.950

Total Income Tax $

(58,599)

(71 ,508]

3B.5989%

$ 107,324

38.598s%Tax Rate

Effective Income Tax Rates
State
Federal

6.96B0%
31.E309%

8.9680%
31.6309%

Test Year Income Taxes (Sch. C-2, Line 31)
Increase/(Decrease) to Income Taxes - Adjusled

s
$

(72,955)
1,447

Tesl Year Income Taxes - Adjusted s

!ml::reasa(Decrease) to Proposed Income Taxes $

(71,508)

178,832
I

s

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
l a
19
2D
21
22
23
24

25
26
27
28

29
30
31
32
33
34
35
BE
37
38
39
40

CalcWarion o/lnteresi Synchronization:
Rate Base (Sch. B-1 )
Weighted Average Cost of Debt (Sch. D-1 )
Synchronized Interest (L32 X L33) $

2,207,149
0.91%

20,193



Willow Valley Water Company, Inc. - Rebuttal Schedules
Tesl Year Ended December 31 , 2008
Computation of Gross Conversion Factor

Schedule C-3

Line

Percentage d
Incremental

Gross Revenues
100.0000%

0,4992%

99.5008%

38.5989%

60.9019%
1.841985

Revenue

Uricollecible Factor (L14)

Revenues (LI - LE)

Combined Federal and State Income Tax

subtotal [LE _ LE)
Revenue Conversion Factor (L1 ILs)

Calculation of Uncollectible Factolf
Revenue
Combined Federal and State Tax Rate (L23)
One Minus Combined Income Tax Role (L10 - L11)
Unadledible Rate
unwlleaunle Fodor (L12 x L13 ]

100.0000%

38.S9B9%

E1.4011%

0.860%

0.4992%

E.9580%

100.0000%

6.9EBD%

93.0320%

34.00D0%

No,
T
2

3

4

5
e
7
8
9
10

11

12

13

14

as
16

17

18

19

20

21

22 31.530996

23
24
25
ze
27
28
29
30
31
32
33
34
35
36
37
as
39
40

Calculation of Effective Tax Rae
Arizona Stale Income Tax Rate
Opereling Income Before Taxes (Arizona Taxable Income)
Arizona Stale Income Tax Rate
Federal Taxable Income (L18 - L19)
Applicable Federal Income Tex Rale
Effeclive Federal Income Tax Rate (L20 x L21 )
Combined Federal and Slate Income Tax Rate (L17 +L22) 3885989%
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Rebuttal Schedule
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AS FILED
Fair Value -

As Filed
Original Cost -

As Filed
$

s

$

s

7,767,334

(769,680)

-9.91%

7,767,334

(769,680)

-9.91 %

$ s 751,975

9.81%

761,975

9.81%

$$ 1,531 ,656

1 .S45086

1 ,531,65B

1 .645086

$$ 2,519,705 2,519,705

REBUTTAL
Fair Value

Rebuttal
Original Cost

Rebuttal
$

$

$

$

7,902,833

(751 ,826)

-9.51%

7,902 833

(751 ,826)

-9.51%

$ $ 683,595

8.65%

683,595

8.65%

s$ 1,435421

1.650886

1,435,421

1.550886

$s 2,359,715 2,359,715

Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December 31, 2008
Computation of Increase in Gross Revenue Requirement

Schedule A-1

Line
No, DESCRIPTION

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Recur (LE / L1)

Required Operating Income (Ls * LI}

Required Rate of Return

Operating Income Deficiency (LE - L3)

Gross Revenue Conversion Factor

Increase in Gross Revenue Requirements

1
2
3
4
5
8
7
8
9
10
11
12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27

Suoportinq Schedules:
B-1
C-1
C-3
H-1



Global Water - West Valley consolidation - RebuttalSchedules
Tesl Year Ended December 31, ZDD8
Summary of Fair Value Rale Base

Schedule B-1

Line
No.

s

Rebuttal
Adjustments

$ sPlant in Service
Less: Accumulated Depreoiaion

O.C. Rate Base -
As Filed
53,474,551
(4,922,761 J 135,499

O.C. Rate Base -
Rebultal

53,474,551
(4,787,262)

Net PIano InService $ 48,551,790 $ 135,499 s 45,687,289

LESS:
Net CIAC
Advances in Aid of Construction (AIAC)
Cuslomer Deposits
Deferred Income Tax Credits

1_193,509
39,985,022

184,749

1.193.509
39,985,022

184,749

ADD:
Unamortized Finance Charges
Deferred Tax Assets
Working Capital
Utility Plant Acquisition Adjustment

578,824 578,824

Original Cost Rate Base s 7,757,324 $ 135.499 5 7,902,833

1
2
3
4
5
6
7
B
g
10
11
12
13
14
15
16
17
18

19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Sunoortina Schedules:
B-2
B-3
E-1
B-5

Recap Sched ulesi
A- 1
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Global Water - West Valley Consolidation - Rebuttal Schedules Schedule B-2

Page 2 of 2Test Year Ended December 31, 2008
Rate Base Adjustment -Acceptance of RUCO Rate Base Adjustment

Accumulated Depreciation as Filed

RUCO Calculated Acc um. Dear.
s (4,922,761]

(4,787,252)

Line

No.

1

2

3

4

5

B

7

8

9

10

11

12

13

14

Adjustment to Acc um. Dept. s 135,499

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

35

37



Global Water . West Valley Consulidalinn - Reknmul Schedules
Test Year Ended Deeamber 31 2008
AdjustedTest Year Income Statement

Schedule C-1

[A] Is] ac] 10] [E l

DESCR\FTION
Actual

Test year
Pm Foams

Adiuslmenls
Adjusted
Test Year

Proposed
Rate

lucre_Ase.._ ..r

Adjusted

'~IVi1i'1 Rate

Increase

s 3,441914 s (215.Q:aa> s 3,225981 s 156.595 s 3,412,578 s 2,235,880 s 6.545,558

259.253

3_731 1'5T s
[31 ,62s)

(247.5B1 ) s
257,525

3,453,505 s 14567595
$' 257.625

3,670303 s

1334535
2389115 s

391 4-BD
6ID40,018

Operating Expenses

Line
Na. ____ _ _
1 Revenues
2 Metered Water Sales
a Water Sales . Unmetered
4 Other cperat3ng Revenue
5 Tu1!a\ OperatingRevenues
5
T
s
g

s 834,697
117411
52,085

3411129

s (39,287)
(7,857)

s 79541 o
159,554

s2,oes
329,240

s (52,331) s 733,979

159,554

52,121B5

350,716

s s 733,079
169,554
52_DB5

3501T1 B(11,758) 21 ,475
10
11
12
13
14
15
18
17
l a
19

199.212
4B,BEB

155,559

(13,725] 185,487
48,585

155,598

12824 19B_311
45,666

1 ss.5ae

198.311
45,658

1551565

48,598
77,174
43,234

s,o21
84,653
20338
: ma s

152

48509
77174
43,234

5,027
a4,ess
20,335
:4,s6s

45,509
77.174
43,234

s.027
84,853
2o,a3s

a_ssa

48,509
TT,174
4 3 2 3 -

5-027
54 ,B53
20.338

a,sas
(162)

21 ,ala
[14833)

21,333
34,s:e
39,168

2,521,195
17,639

14,833 31,838

1,187,153
(12,644)

(141,038) 171.339

Sm Salary and Wages Employees
604 Employee Pensions and Benefits
510 Purchased Water
515 Purchased Power
616 Fuel fur Para Prududiun
61 B Chemimls

2D Materials and Supplies
820.08 Materials and Supplies
634 Contractual Servlnes - Management Fees
635 Conlracstual Servioes Testing
B38 Conlradusl Services - Other
E41 Rental at Bulldlng/Real Property
542 Rental d Equipment
B50 Transportation Expenses
est Insurance -General liability
E59 Insurance - Other
BSI] Advertising Expense
ser Rate Case Expense
670 Bad Debt Expense
675 Miscellaneous Expenses
4D3 Depreciation Expense
we Taxes Other Than Income
405.11 Taxes Other Than Income - Properly Taxes
408.13 Taxes Other Than Income »  Other Taxes and L
409 Income Taxes

Total Operating Expenses s

49,459
39160

1434,045
30,433

141 _use
2,445

37,720
38251D11 s

(540,075)
427,275 s

2,445
(502,355)

4,253,285 s
10901

155,542 s

21,333
49,459
39_1SD

2,821,155
17,539

171,339
z,445

(491,454)
41422,128 s

902,355
934,295 s

21,332
81,408
39,160

2,621,193
17,539

171339
244s

422,458
5,357,979

Urainy Opstaling Income (Loss) s (94,844) s (e74 _83s) s l7S9,B80) s 17.854 s (75182Bl s 1435,421 s 672,039

s s s s s s s414 Gains (Losses) from Disk of Ulil Prop
419 Interest and Dividend \ncume
427 Inletest Expense
Tubal Other Income and Deductions s

285
15

(174,820)
(174,520) s s

285
15

(174,5201
(1 T4.5201 s s

ass
15

rr74,a2m
(176,520) s

255
15

Q14.e2:;1
[1T4,52Dl

NM Income (Loss) (2698354) s (87-LBBE) s (844,200) s 17 .854 s \f925.34) 1.435.421 s 497.519

2D
21
22
23
24
25
26
27
pa
be
30
31
32
33
34
35
38
37
CB
39
40
41
oz
43
44
as
45
47
48
48
AD

5uD00rlinq_Schedues:
E-2
C-2

Renal: Schedules
A-1

s
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Global Water . West Valley Consolidation - Rabullal Schedules
Test Year Ended December 311 2008
lncame SW4lernerlt Adiustmerlt 1
Remove Annualizalion Revenue & Expense lo relied Encl-at-Tesi Year Cuwmer Counts

Sahedu\ec-2
Page 2 of 7

[A] [8] in [DJ [5] [Fl [GI

Line
No Class 91 Sennoe

Average No at
Customers

Per Bili Cc-urrt
Sch H-2 Cd A

Ye ar-E nd
N u mbar of
C usu mars

Average
Addiibnnal
Cl.lst:lmers

a - AL

Change in
Ells to be

Issued

Ave rage
Gallons S-old
Per C u81om Er

Additional
K Gallons

To Ea Sold

Aaaninnal
Revenues at

Present R:ale$

87
(76)

4
(1)
24

157)
2

(16)

813
(901 )

49
(BJ

288
(522)

29
(187)

32.847
(4,204)

380
(862)

2573
(5375)

274

s 118.7111
25.539
l2.923)
3,62?

(11585)
27.795
(1,916)

4,?2B
23
?9
vo

52a
s

55
3RD

4
no
1

5 748

tn (8)

'Jones

Vanes
'Jones
'Jones
*Jones
Varuss
Vares
Varies
Varies

Varies
Varies

5.'8" Residernlal_ Turn Divrslor\
3'4"Residemml. Town Divzaior*
1" ResidentIal. Tove Division
2" Re5ider1lral T¢ wn Divan
we" Residerltlal_ GreaterBuckeye Division
3.'4" Residentla!. Greater Buckeye Divlsmr.

1" Resldenhal, Greater Buckeye Drvlsion
5J8»" Residential, GreatterTonopah
3:4"Residentlal, Greatter Tonopxw
1" Residential Grealter Tonopah
15"Residential Greatter Tonopah

Subtotal Residential

4651
99
TO
'LE

504
so
53

316
4

11
1

6.797 (45» (547) mesa; s 21 728

17 3
(1)

36
(7)

295
(41)

s (1,312)
222

4
2

23
2

2 33 3.793 (11,275)

(1) la) (8) 4,n2

11) :so

1
2
z
1
1
1

56

:al

Varies
'Varies
Var tea
Vares
varies

Varies
Vales
Varies
Varies
Varies
Varies
Varies
Varies

star' Commercial Town Dlvrslon
3»'4"Commerolal Town Division
1" Commercial Town D}vis1on
15" Commermat Town Drvlsion

2' Commercial, Town Dlviseon
3" Cornmerchl Town Division
4"Commercial Town Division
B" Commercial TownDrvislon
98" Commercial Greater BuckeyeDivision
SIB" Comrnerc:ial Greatler Tonopah
1" Commercial, Greatler Tonopah
1 5" Commercial. Pearler Tonopah

8" Commercial, Greatter Tonopah
Subtotal Commerce:aI

14
1
4
2

21
2
1

1
2
3
1
2
1

55

(1)

1 47 4039 s (8.144)

Z CchslrLJdion_ Town Division
3 Conulrudion. Town Division
4" Conilrudinn Tcuwn Dlviaion
B" Connlrudion Town Divialon
2 Conmrucdion, Greater Buckeye Elivisinn
T Conslrudlon.Gsealter Tonopah

15
2
1
1
2
4

i s

Varies
Varies
Maries
Varies
Varies
Varies

(32,772)
(1,592)

l331]
(1,580)
(9,894)

s 119,538
5153
7345
8.017

z<a_-159

(15)
re)
U I
<11
(2)
(4)

125] s 1 T3,112

Totals 5.577 5.804 4731

[1TH)

HSI

(101
(5)

115)
44

russo)

:Sam

(46,158)

(4T.49'TI s 155.696

Class of Expense

Average
CCS! Per

GaI\onssoid
Per Sch.E-T

Addilinnd
K Gailorrs
To Be Sold

Additional
CostFrom
Customer

Growth

Purhpmg
Water Teatmenl

s
s

0.46
0.27

(47,497)
{4T,49'r']

s 21 .848
12.824

1
2
3
4
5
5
7
e
g
10
11
12
13
14
i s
16
17
18
19
20
21
22
23
24
25
i s
27
CB
29
3D
31
32
33
34
35
as
37
38
39
40
41
42
43
44
45
46
I T
48
48
50

Thats s 34.673



Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December 31 , 2008
Income Statement Adjustment 2
Adjust Salaries and Wages to Account for Staff Adjustment 4

Schedule C~2
Page 3 of 7

Line
No.
1
2
3

Staff Adjustmer1t
Removal of duplicate reduction
Adjustment to Salaries and Wages

$

$

69,465
7,134

(62,331)
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Salaries and Wages $ (62,331)



Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 3
Adjustment to Purchased Power Expense

Schedule C-2
Page 4 of7

615 Purchased Power - WUGT Adjustment $ (372)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Adjustment to Purchased Power $ (372)



Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 4
Adjust Bad Debt Expense for Change in Revenue Levels

Schedule C-2
Page 5 of 7

Line
No.

Bad Debt Expense - Test Year Actual
Adjusted Test Year Revenues
Bad Debt Expense Rate

$ 49,459
3,670,303

135%

Adjustment to Bad Debt Expense - Remove Direct Adjustment s 14,633

1

2
3
4

5

6
7

8

9
10

11
12

13
14
15

i s
17
18
19
20

21
22
23

24
25

26
27
28

29
30
31
32
33
34
35
38
37
38

39
40

Adjustment to Bad Debt Expense for Proposed Revenues $ __31,939



Global Water . West Valley Consolidation - Rebuttal Schedules
Tesl Year Ended December 31, 2008
Income Statement Adjustment 5
Adjustment to Property Tax

Schedule C-2
Page6 of 7

Line
No,

$
$

s

$

$
$

Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Proposed Revenue Requirement
Subtotal (Line 4 + Line 5)
Number d Years
Three Year Average (Line 5 / Line 6)
Department M Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CVWP -
Less; Net Book Value of Licensed Vehicles
Full Cash Value [Line 9 + Line 10- Line 11)
Assessment Ratio
Assessment Value (Line 12 ' Line 13)
Composite Property Tax Rate

Test Year
As Adjusled

s 3,670,303
2

7,340,605
3,670,303

11,010,908
3

3,5701303
2

7,340,605
428,813

98,323
7,673,095

21.D%
1,611,350
10E332%

s

Proposed
3,670,3D3

2
7,340,605
3,670,303

11,010.908
3

3,570,303
2

7,340,605
428,813
95,323

7,673,095
21.0%

1,611 ,350
10.B332%

s
Test Year Adjusted Property Tax (Line 14 * Line 15)
Company Proposed Property Tax - As Filed

Rebuttal $ 171,339

$ 171,339Test Year Adjustment [Line 16-Line 17)
Property Tax _ Recommended Revenue (Line 14 ' Line 15)
Test Year Adjusted Property Tax Expense (Line 16)
Increase in ProgeNy Tax Expense Due to lnclease in Revenue Requirement

s
$
$

171,339
171,339

$Increase M Property Tax Expense
Increase in Revenue Requirement
Increase to Property Tax per Dollar Increase in Revenue (Line18/Line 20) G0DlJOOD%

T
2
3
4
5
e
7
8
9
10
11
12
13
14
15
15
17
18
19
20
21
22
23

24
25
26
27
28
29
30
31
32
33
34
35
35
37
38
39
40

Adjustor Commodity Base Role (Proposed prep. Tax/ Test Year Gallons Sold x 1.000)
AS end of year, calculation is made to determine property tax odlecled using the commodity base rate
multiplied by the year's gallons sold/1,D00. This equates lo the property lax collected, Actual
property lax divided by the year's gallons soldll ,000 is also calculated. The difference would
be passed through to customers as the Properly Tax Adjustor rate.

s 0.23



Global WaMr - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December 31, 2008
Income Statement Adjustment 6
Adju$¢ Income Taxes Io Reflect Adjusted and Proposed Income Taxes

Schedule C-2
Page7 of 7

Line
No.

Adjusted
Test Year
Results

Proposed
Revenue
Results

Operating Income Beffore Income Taxes
Synchronized Inlerest
Arizona Taxable Income

s

s

s(1 ,243,2B0)
29,954

(1,273,234) $

1,094,496
29,954

1,064,542

Arizona Income Tax (f5.96B%) s [BB,719) $ 74,177

$ sFederal Income Before Taxes
Less Arizona Income Taxes
Federal Taxable income s

[1,273,234)
(88,719)

(1_1a4.515) $

1,054,542
74,177

990,365

Federal Income Tax (34% Tax Bracket) $ $ 335,724

Total Income Tax $

(402.735)

(491 ,454.)

38.5989%

$ 410,901

38.5989%

1
2
3
4
5
s
7
B
g
10
11
12
13
14
15
LE
17

Tax Rate

Effedjve income Tax Rates
state
Federal

6.9SBO%
31.s309%

S.9G80%
31.6309%

Test Year income Taxes (Sch. C-2, Line 31)
Increase/(Decrease) to Income Taxes - Adjusted

s
s

(502,355)
10,901

Test Year Income Taxes - Adjusted [491 ,454)

902,355Increased(Decrease) lo Proposed IncomeTaxes

8 -

$

$

18
19
20
21
22
23
24

25
28
27
28

29
30
31
32
33
34
35
36
37
38
39
40

Calculation Of Lr;f9£§§{ SvnchronizaVon:
Rate Base (Sch. 8-1 )
Weighted Average Cusl of Debt (Sch. D-1)
Synchronized Interest (L3Z x L33] $

7,902,833
0.38%

29,954



Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December31, 2008
Computation d Gross Corvversicn Faclor

Schedule C-3

Lfrue
No
1 Revenue

Unodlecible Factor (L14)
Revenues (LI - LE)
Combined Federal and State Income Tax
Subtotal (LE - LE)
Revenue Conversion Factor (L1 I L5)

Percentage of
Incremental

Gross Revenues
100.0000%

0.B276%
99.1724%
28.59a9%
60,5735%
1.650886

Calculation of Uncollectible Factor:
Revenue
Combined Federal and S1a1e Tax Rats (L23]
One Minus Combined Income Tax Rate [L10 - L11)
Uncollectible Rale
Uncollectible Factor (L12 x L13 )

100.0000%
38.5989° /n
B1 .4011 "/u

1.3478%
1.827B%

e.9sso%
1000000841

B,96B0%
93.032D%
34.000a%

31.6309%

2
3
4
5
5

7
8
9
10
11
12
13
14

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
CB
3?
38
39
40

Calculation of Elective Tax Rale:
Arizona Stale Income Tax Rate
Operating Income Before Taxes (Arizona Taxable Income)
Arizona Stale Income Tax Rate
Federal Taxable Income {L18 . L19)
Applicable Federal Income Tax Rate
Effective Federal Income Tax Rate (L20 x L21)
Combined Federal and Stale Income Tax Rate [L17 +L22) 38 5989%
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1 I. Introduction.

2

3

4

Q- Can you state the purpose of your testimony in this filing?

5

6

I introduce the H Schedules, which illustrate updated rates to meet the Company's

proposed rebuttal revenue requirements for each utility, as well as a revised Schedule A~l

which includes the revenue impact on customer classes. The change in revenue

requirement is due to the Company's proposed adjustments to rate base and operating

income and expenses as detailed in the Moe rebuttal testimony.

7

8

9

10

11

12

Q. Please provide the Company's updated revenue requirement for each utility.

13 Santa Cruz

Valencia, Town14

15

16

I

The revenue requirement per the rebuttal filing for each utility is as follows :

Palo Verde $15,602,936

12,933,524

4:649,122

488,871

882,733

940,634

Valencia, GBD

GT

17

18

19

Willow Valley

Q- Please provide the new rates.

20

21

The new rates for each utility are shown on Schedule H-3. The typical bill analysis for

each utility is shown on Schedule H-4.

22

Q. Does this conclude your testimony?23

24 Yes.

25

26

27

A.

A.

A.

A.

1







REBUTTALAs FILED
* igrnal " :at -

Rebuff
Fair U flue -

Robuhal
Fair u aloe -

As Filed
Orbital ii :St -

AS Fired
s 53.537830

s

s 63537,B30

s 144.516

0.23%

s 5 307,395

8.34%

144,518

0.23%

s 5307.395

8.344

s s.1e2,a7o

1 B45DB6

s 14,493.379

s 5 152,879

1 545GB6

s 8493,379

Prossrrl
Rates

Percent
lncre8s8

Proposed
Rates

DDHBV
Increase

(93-235)

-0.13/(-

s 54,011,238 s S4_D1123B

ss (83,238)

-0.13%

s s 5,338,5375,338,537

834% saw.

ss 5,421 T73 5421 .772

1 s524s41 £52434

s s8,959 124 8,959,124

PerceM
Increase

Dnliar
Increase

Present
Rates

Proposed
Rates

5 ss 119 D%
125.9%
553.4%

6.9us,410
255,-we
980,886

12.709,1BB
45B,5ED

1,131,421

5,802,778
202,974
170,556

sss T391 54a
250 B59
941 993

124.4%
133.5%
555.8%

13.331.259
435,421

1 11B,549

5,933,712
157.152
1701555

136.4%Ss 81590 DB5.295.020 s 14_aa8.09131.5%B_123,7B2ss s 142sa.1706.175.405

an 375 105.9%339.704 713.979105.9%713.079 373,375338.704

135.0%s 8,953 sshs 15,601,308s 6.537.724130.4%ss B 497,1378,515,112 s 15,012,249

Global Water . Pik Vsnh Utilities Company - Rebuttal Schedules
Test Year Ender! December 31, 2008
Durnpuialion of Increase in Gross Revenue Requirement

Schedule A» l

Lina
No.
1
2
a
4
5
5
7
s
g
fl]
11

DESCRIPTION
Adjusted Rate Base

Anjusied Operating Income (LG58)

Current Rate oIReTurn (LE / LI)

Requlred Opariing lncume (LE ' L1)

Required Ram at Relurn

Operating Income Deficiency (LE- LE)

Gross Revenue Conversion Factor

Increase inGrossRavenna RgquirsmenM

Cusiamer

E1IassIHcaBon

Residential
Commarciul
Non-Pntah1n

Total of Water Revenues

MisceI\8r>euusRevenues

Tolal Opelaling Revenues

$2
13
14
15
15
17
i s
19
2D
21
22
23
24
z5
pa
27
i s
28
30
31
32
33
34
35
35
37
as
39
40

sulwnrlinq Schedules*
B-1
C-1
c s
H-1

\



GlobalWeber - PaloVerdeUtilities Company -RebuttalSchedules
Test year Ended December 31, 200B
Classification - Present and Proposed Rates

Schedule H-1

[8] [C] [0]

Customer Ciassiication

[A]
Present
Rates

Adjusted
Sch. H-2 Col. E

Proposed
Rates

Sch. H-2 CO[ F

Proposed
Increase
Amount %

Line
No.
1
2
3
4

Residential
Commercial
Recycled

S 5,939,712
187,752
178,556

$ 13,331 ,259
438,421

1,118,549

s 7,391 ,548
250,689
947,993

124.4%
133.5%
555.8%

Total Water Revenues $ 6,298,020 $ 14,888,229 s 8,590.209 136.4%

Miscellaneous Revenues (Sch, C-1, LE)

Total Operating Revenues s

339,704

6,537,724 $

713,079

15,601,308

Pro Forma Adjustments
Subtotal (in + L14) $

(122,512)
6,515,112

Total Gen. Ledger Operating Revenues
Test Year Ended 12/31/20DB (Sch. C-1, L5)

Unreconciled Difference (L14 - L17)
9%

6,521 ,201
(6,058)
-0.09%

5
6
7
8
g
10

11
12
13
14
15
15
17
18
19
2D
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Target Revenue Requirement (Sch. C-1, Lm 5)
Difference (L10 - L21)
%

15,602,936
(1 ,628]
-0.01%

I
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Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Calculation of Change in Miscellaneous Service Charge revenue

Schedule H-2
Page 2 of 2

Line
No. Current Proposed Increase

Test
Year

Charges
Revenue
Increase

Establishment
After Hours
Reconnect
NSF Fees

$ 25.00
50.00
30.00
15.00

$ 50.00
100.00

75.00
30.00

$ 25,00
50.00
45.00
15.00

6.819
341

3,867
789

$ 170,475
17,050.00

174,015
11,835

1
2
3
4
5
6
7

8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Proposed Misc. Service Charge Increase $3 373,375



Global Water - Palo Verde Utilities Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Changes in Representalive Rate Schedules

Schedule H-3
Page 1 Ag 2

Nlonthlv Minimum Charges'

Present

Sasic Service Charge

Proposed ChangeMeter Size (Ali Classes)

5/8" Meter
3/4" Meter
111 Meter
1.5" Meter
2" Meter
3" Meter
4" Meter
G" Meter
a" Meter

s 33.00
33,00
82.50

155.00
254.00
528.00
825.00

1 ,650.00
NIA

s 72.90
72.90

182.25
364.50
583.20

1,166.40
1,822.50
3,645.00
7,290.00

$ 39.90
39.90
99.75

199.50
31920
535.40
997.50

1,995.00
N/A

Note; See Sch. H-3, Page 2 for proposed phase in of rates.

Commodity Rate Chan-q_es'
Rate Block

Pressurized Recycled Water - All Meter Sizes and Classes Present Proposed Present

Volumetric Charge [per 1,000 gallons)

Proposed Change

`l1er One Breakover
Tier Two Breakover
Tler Three Breakover
Tier Four Breakover
Tier Five Breaknver
'Her Six Breakover

NIA
N/A
N/A
N/A
NIA
NIA

N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
NIA
NrA
NIA

N/A
N/A
NIA
N/A
N/A
N/A

Non-Potable Water _ All Meter Sizes and Classes Present Change

All Gallons (Per Acre Foot)
All Gallons (Per 1,000 Gallons)

s 1D0.D0
NIA

Va metric Charge

_Proposed

$ 651.70
2.00

$ 551.70
N/A

Miscellaneous Service Charges Present pr

$ 25.00 $ 5000
100.00

* 4

30.00
MA
NIA

50.00

75.00
100,00

Cost
50.00

*** g*l

N/A
NMA

10.00
1.50%
1.50%

30.00
50.00
30.00

Greater of 1.5% or $5.00
Greater iN' t.5% or $3.50

Establishment of Service
Establishment of Service (After Hours)
Reestablishment or Service (Within 12 Months)
Reconnection of Sewioe (Delinquent)
Reconnection of Service - After Hours (Delinquent)
Meter Move at Customer Request
After Hours Service Charge, Per Hour
Deposit
Meter Re-Read (If Correct)
Meter Test Fee of Correct]
NSF Check
Late Payment Charge (Per Month)
Deferred Payment Charge (Per Month)

" Number of Months off System times the monthly minimum per A.A.C. R14-2-60s<D>.
'* Casi to induce Paris, labor, overhead and alt applicable taxes.
tit Per AA.C. R14-2-603(B).

loosed



Global Water - Palo Verde Utilities Company _ Rebuttal Schedules
Yes( Year Ended Dec:ember31, 2008
Changes in Representative Rate Schedules

Schedule H-3
Page 2 of 2

Pronused Phase In Rates
Basic Service Charge

Mater Size [All Classes) Present Year 1 Year 2 Year 3

5/B" Meter
3/4" Meier
1" Meter
1.5" Meter
2" Meter
311 Meter
4" Meter
6" Meter
811 Meter

s a3.oa
33.00
a2.50

155.00
254.00

528.c)o
825.00

1 ,E50.GO
NrA

s 45.33 s
45.33

113.33
226.B5
362.64
725.28

1,133.25
2,266.50
4,533.00

58.15 s
58.16

145.40
230,80
465.28
930.56

1,454.00
2,909.00
5,818.00

72.90

72.90
182.25
364.50
583.20

1 ,166.40
1 ,822.5D
3,545.00
7,2900130

I



Global Water - Palo Verde Utilities Company
Test Year Ended December 31, 2008
Typical Bill Analysis

- Rebuttal Schedules Schedule H-4

Class of Service

Average
Monthly

Consumption
Present
Rates

Proposed
Rates

Proposed Increase
Amount %

NfA
N/A
NIA
N/A
N/A
N/A
NIA
N/A
NIA
N/A
N/A
N/A

$ 33.00
33.00
82.50

165.00
264.00
33.00
33.00
82.50

165.00
264.00
528.00
B25.00
276.98
81.83

120.24
2.051 .80

264.00
2,033.51

$ 72.90
72.90

182.25
364.50
583.20
72.90
72.90

182.25
364.50
583.20

1.166.40
1,822.50

583.20
1, 166.40
1,822.50
7,290.00

583.20
13,301 .66

$ 39.90
39.90
99.75

199.50
319.20
39.90
39.90
99.75

199.50
319.20
638.40
997.50
306.22

1,084.57
1,702.26
5,238.20

319.20
11268. 15

120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
120.91%
110.55%

1325.38%
1415.72%
255.30%
120.91%
554,12%

5/8" Residential
3/4" Residential
1" Residential
1 .5" Residential
2" Residential
5/8" Commercial
3l4" Commercial
1" Commercial
1.5" Commercial
2" Commercial
3" Commercial
4" Commercial
2" Construction
3" Construction
4" Construction
8" Construction
2" Lake
Recycled 5,501,235

(





REBUTTALAs FILED
Fair Vsiue -

Rsburlal
Qfiginal Gust -

Rebutth
Fair Value -

As Filed
Ddginal Duo -

As Fiaea
s 4.s;sn,91§l

s 1965524

4 - 5 %

s  4 5 2 6 0 8 19

s 1369.824

4.35%

3,842 S52s

8 49%

s 3842552

8.49%

ss 1 ,B73,D2B

1545085

s 3,081 292

1,873,928

1845088

s 3081292

Puroent
lnerease

Do Ia:
lncrssss

P resent
Rates

Proposed
Rates

s

s

s

45,9D24-54

1353,421

3.82%

s

s 45582454

1 753,427

3.52%

s 3,557,118

5.49%

3 B9TI11B

B4~9%

s 2 143.591

1.543736

s 2143.691

1543735

3523_a6:3 s 3523.883s

P9rcen1
Increase

Dollar
Increase

Proposed
Rates

Present
Rees

s ss 1,088,794
138,588
194.516

8,114.554
442,zlJ6

2074,349

7,D25,770
393,518

1,z79.a:!a

15.5%
45 E%
6z1-A,

N!A
:fo.0*At

555 8%
19,324

645,893
48 931

7e2,152
27,807

116,258

ss s 172%
5DG%
67.8%

NIA
75.4%

555.6%

1 234,945
111 _ao7
BB7,205
219,374

21,094
545,985

17,185.159
2a2,152

1279,833
1591412
27,807

115,255

84201G4
423,168

2 147 D38
378 1788

48,701
762.244

34.6%3 129,511ss 12180.M1s,o5o.4aos303%s 2.887.124s 11.440202B,753,07B

1 35.5%3-BG2D5?52.151355.546355 945 105.5%?52.151 388,205

37.3%3 5158165s 9.41e 375 s 12 932.19133.7%ss 3.073.32912,192,353s 3,119,023

Global Water - Sallie Cruz Winer Company - Rebwltal Schedules
Test Year Ended Dsoember 31 , 2008
Compulalion of Inevaase in Gross Revenue Requirement

Schedule A-1

DESCRIPTION
Aujue-rea Rate Base

A¢lus!ed Operating Income (Lose)

Cunenl Rate of Return (L31 LI)

Requlred OperaEng Income (LQ ' L1}

Requlred Rate al Reh.lm

Operating Income Deficiency (LE - LE)

Gross Revenue Cumerslon Facing

Increase in Gross Revenue Requirements

Cualurnsr

Classic cation

Residential
Commerd a I
Irligalion
Corzsvuchnn
LE ka
Non -p otahle

Teal at Water Revenues

Miscellaneous Revenues

Teal Operating Revenues

Line
Nu .
1
2
3
4
s
s
7
8
9
10
11
12
13
14
15
1 e
11
1 a
19
20
21
22
23
24
25
pa
21
pa
28
30
31
32
ea
34
35
38
37
38
39
40

Supporting Suhectulss:

B-1

c-1

C-3

H-1



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 20D8
Classification - Present and Proposed Rates

Schedule H-1

[B] [C] [D]

Line
No. Customer Classification

{A]
Present
Rates

Adjusted
SGh. H-2 Col. E

Proposed
Rates

Sch H-2 Col. F

Proposed
Increase
Amount %

1
2
3
4

Residential
Commercial
Irrigation
Construction
Lake
Non-Potable

$ 71185,159
282,162

11279,833
159.412

27,607
116,258

$ 8,420,104
4231188

2,147,038
3781785
48,701

762,244

$ 1,234,945
141,007
567,205
219,374

21,094
845,985

17.2%
50.0%
GT. B%

N/A
76.4°/o

555.6%

Total water Revenues $ 9,950,430 $ 12,180,041 _s 3,129,611 34.6%

Miscellaneous Revenues (Sch. C~1, LE) 752,151

12,932,191Total Operating Revenues $

365,945

9,416,375 $

Pro Forma Adjustments
Subtotal (L12 + L15) $

{2991141)
9.117.234

Total Gen. Ledger Operating Revenues
Test year Ended 12/31/2008 (Sch. C-1, L5)

Unrecondied Difference (us - L19)
%

9,110,720
6.514
0.07%

Target Revenue Requirement (Sch C-1, L5)
Difference (L11 - L23)
%

12,933,524
(1 ,333)
-0.01%

r

5
B
7
8

9
10
11
12

13
14
15
16
17
LB
19
20'
21
22
23
24
25
25
27
28
29
30
31
32
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nò |-. E LE i
-1 r4 H-4

v?!

IA

um

in

in"
14

vs

VT

va

an

In

up

l
\hMr»l"\ll"~P~lhr~-um8r-Lau't1
=»:~."= J'1.9"Eu8@Q  14. t*q I4
I'1l*I5lI-I °L
r- 1-\ m

I
9 ml l-I 9 a fi l l?ox m m q m
-=n *"!. u: "1
g 9 2 : z.-. 5

a m 95828-Hw ¢ 14W|r- a\r-'-mow'mr,
H=l w Zr~ r'>.

3 4 4 3 Q w .
3 3 3 5 3 9 94~4»-l7;IL-1

HI F1l é r. Fl lD
IJ1 8 In r"- LD mLB h. he ha an

N N N N
Pm rt
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Global Water - Santa Cruz Water Company - Rebuttal Schedules Schedule H-2

Page 2 of 2Test Year Ended December 31, 2008
Calculation of Change in Miscellaneous Service Charge revenue

Current Proposed Increase

Test
Year

Charges

Revenue

Increase
Line
No.
1

2
3

$ s

4

Establishment

After Hours
Reconnect
NSF Fees

s 25.00
50.00
30.00
15.00

s 50.00
100.00

75.00

30.00

25.00
50.00
45.00

15.00

6,891

630
3,878

528

172,275
31,500

174,510
7,9205

6
7 Proposed Misc. Service Charge Increase S 386,205

I

l

8

g
10
11
12

13
14
15
15
17
18
19
20
21

22
23

24
25
26

27
28
29
30

31

32
33

34
35
36
37

38

39
40



Gklbal Water - Sent: CruzWater company - Rabuwal Schedules
Test Year Enaad December31, 2008
Changes in Representative Rate Schedules

Schedule HE

Mnnthlv MlnlmumCharqgog
Basic Service charge

Mstersize (All Classes) Present Proposed Change

5/5" Meter
3/4" Meter
1' Meter
1.5" Meter
2" Meler
301 M5\er
4" Meler
6' Meter
8' Meier

s 25.00
25.00
62.50

125,00
200.00
400110
a2s.o0

1 ,z5on0
NrA

s 33.35
33.35
83.3B

168.75
zeaao
533.60
83375

1,867.50
3,335 OD

s 8.35
B.35

ZD.8B
41.75
GS.8D

133.60
20B 75
417.50
NIA

Construcijan NIL Same as Above NIA

Commodity Rm charqegg
Volumetric Charge(per1,000 g_aHog1s)_Rate t~»;d<_

Potable Water- All Meier Sizes Ami classes (In 1,DDo's of Gallons] Presenl proposed Preserrt ChangeProposed

s$ 1 .00
225
2.50
300
375
4.75

var¥&s
vanes
valves
varies
varies
varies

Tier One Breakover
Tier Two Breakover
Tier Three Breakover
Tier Four Bfeakover
Tier Five Breekover
Tier Six Breakover

1
999,999999

NIL
NIA
N/A
NIL

1
5

1 D
1 B
25

999,999,999

Zen
N/A
N/A
NIA
NIA

Constnu::1jon/S_1andyipe (in 1 ,TOT's of Gallons)
Tier one Breakover
Tier Two Breaimover
Tier Three Breakover
Tier Four Breakcver
Tier Five Ereakover
Tier Six Breakover

999399999
N1A
NIA
N/A
NIL
NIA

1
5

1 D
1 B
25

999,999,999

3150
NIA
NIA
N/A
N/A
N/A

s 1 00
225
2.50
3.00
3.75
475

varies
vaftes
varies
varies
varies
varies

All Me\9r Sizes and Classes _
Conservation Rebate Threshold ("CBT")
Commodity rate rebate applied if consumption is below the CBT

NIL
N/A

7,001 gallons
55%

.

Present

Volumetric Charge

Proposed ChangeNon-Potable Water _ All Meter Sizes and classes

All Gallons {PeVACrE Foot)
All Gallons [Per 1:D00 Gallons]

NIA
WA

s 851.70
200

N/A
N/A

Present Pronoseci ChangeService Una a Meler Installation Charges 1

5l8" Meter
3J4" Meter
1" Meier
1.5" Meter
2' Turbo
2" Compound
3" Turbo
3" Compound
4" Turbo
4" Compound
B" Turbo
B" Compound
B" Turbo
B" Compound

s 400.00
440.00
500,00
715.00

1,119.00
1,708.08
1l585.[][)
2,190.09
245-40005
3,215.00
4,815DD
6,270 on

NIA
N/A

5 600.00
700.00
B1D.ClD

1_075.00
1,875.09
2,720.00
2,IT15DD
3,T1000
4,160D0
5,31500
7,2a5.00
g 250.00

Cost
Cost

s 20000
269.00
31000
36000
78560

1,020 DD
1 130.00
1 _52(].00
1 ,a20.00
2,100D0
2,420.00
2_s80.00

NIA
M A

1 costs tor boring under a highway or pavement are addiijonal at actual cost NIA Cost N/A

Miscellaneous Service charges Present Proposed

s 25.00
50.00

s 50.00
100.00

DOD
NIA

7500
10000

PerAAC R14~2.405.85
soon

uM

15.00 3000
50.00
3080

Greater of 1.5% or 5500
Greater of 15% or$350

Establishment of Service
Eslabiishment of service (After Hours]
Re-esiabiishment ors-ervice (Within 12 Months)
Reconnection of Serviuz (Delinquent)
Remnnerstion of Service . Ai'ler Hours (Delinquent)
Meter Move al Customer Request
After Hours Service Charge, Per Hour
Deposit
Meter Re-Read (If correct]
Meier Test Fee (If Correct)
NSF Check
Late Payment Charge (Per Month)
Deferred Payment Charge [Per Month)

10.00
1.50%
150%

E

' Number of Months off System times the monthly minimum per A.A.C. R14-2-403{D}.
'*' Cost La include carts, thor, overhead and all applicable taxes.
'** Per A.A.c R14-2-493(8



Global Water - Santa Cruz Water Company - Rebuttal Schedules
Test Year Ended December 31, 2008
Typical Bill Analysis

Schedule H,4

Class of Service

Average
Monthly

Consumption
Present
Rates

Proposed
Rates

Proposed Increase
Amount %

5l8" Residential
3/4" Residential
1" Residential
1.5" Residential
2" Residential
5f8" Commercial
3/4" Commercial
1" Commercial
1 .5" Commercial
2" Commercial
3" Commercial
4" Commercial
5/8" irrigation
3/4" Irrigation
1" Irrigation
1 .5" Irrigation
2" Irrigation
4" Irrigation
5/8" HOA
3/4" HOA
1" HOA
1.5" HOA
2" HOA
3" HOA
4" HOA
2" Construction
3" Construction
4" Construction
8" Construction
2" Lake
Raw

7,827
6,474
5,533
2,100

25,000
68,256
7,920

10,003
49,557
71 ,888

130,875
35,731

7,750
10,457
10,267
93,538

139,209
1,815,250

2,826
1 1 ,613
46,236

197,454
338,683

1 ,065,833
1 ,523,421

76,940
22,731
33,400

569,944
807,917

6,887,445

$ 42.75
39.23
74.29

127.85
262.40
199.87
42.99
85.91

251 .25
384.31
737.68
715.30
42.55
49.59
86.59

365.60
559.34

5,342.05
29.75
52.59

180. 11
535.78

1,077.98
3,168.57
4,583.29

276.98
81 .83

120.24
2,051 .80
2,300.58
2.013. 10

$ 50.42
38.14
87.34

167.97
339.55
31 1.57

50.65
105.88
356.14
562.27

1 ,10926
957.47

50.23
57.22

106.68
565.06
882.04

9,410,1 g
35,14
60.69

256.99
1 ,058.65
1829.54
5.55031
8,024.00

586.26
597.84
946,40

5,996.24
4,058.40

13,202.78

$ 7.67
(109)
13.06
40.11
77.15

111.70
7.66

19.98
104.90
177,96
371 .58
242.17

7.68
753

20,08
199.46
322.70

4,068.14
5.39
8.10

76.88
422.88
751 .57

2,381 .74
3,440.71

309,28
516.01
826.16

3,944.44
1,757.82

11,189.68

17.94%
-2.78%
17.58%
3137%
29.40%
55.89%
17.81 %
23.25%
41 .75%
46.31%
50.37%
33.86%
18.04%
15.39%
23.19%
54.56%
57.89%
75. 15%
18 .12%
15.39%
42.59%
66.51%
69.72%
75. 17%
75.07%

111 .66%
530.58%
687.09%
192.24%
76.41 %

555.84%

1





REBUTTALASFILED
Fair Value-

Rsbullal
Original Cost

RBbul\8l
Driglnal COST .

AB Filed
FarValue -

As Flled
s

ss

4240,018

(601,843)

-14.20%

ss 406, 346

9.56%

s 4,240,018

(Sm .94a)

.14 28%

405.346

955°/v

ss 1 ,oovzss

1545086

ss

1 ,007289

1 .s45oae

1 _est 0771567.077

Pro posed
Rates

perm
Inaeass

PressWl
Rates

DD far
Increase

4443607s s4 44:4.su7

ss (591,229) (591223)

13.31%73.3116

s s 354,372354,372

5.55% 5.65%

s 915,591 s 975,801

15519651.651565

ss 1 .s11,s601,511 ,660

Proposed
Rates

Dollar
Increase

Percent
Increase

Preserve
Rates

s ss 1,053.B38
125,D58
158.017

2,879,105
327,582
893,443

1,525,270
202,514
535,427

57 7%
61.8%
56.3%

NJA

ss $ 52.5%
53.5%
52.5%

N/A

1.832 801
184,370
635,427
143,654

552,109
104,201
333,746
89,277

2]94,B10
z9s,s71
969,172
232,930

53.1%1 ,439 333ss 4 295,554's 2,85825157.7%ss2653,210 1 ,535,9Z14,200,131s

117810 50.2%952.2932s4.4aason%117,810352,293234,483

52.8%s4647,B77ss 3,040.734 115D7 14357.1%s 1,654,731s 4,552,424s 21BB7 693

Valencia Water Company, Town Division » Rebuttal $¢hedules
Tesl Year Ended December 31, 2008
Computation of Increase in Gross Revenue Requirement

Schedule A-1

Line
Nu.
1
2
3
I

DESCRIPTION
Adjusted Rate Bass

Adiu$1e6 Operating Income (Lass)

Currern Rate of Return (LE I LI)

Required Operating Income (LE ' LI)

Required Robe of Return

Operating Income Deficiency (LE . LE)

Gross Revenue Conversion Facto:

lmsleese in Grass Revenue Requirements

Customer
Classification

Residentiui
Commercial

lITig81i0l1
Construction

Total of Waler Revenues

Mrscdlananus Revenues

Total Operating Rsvanuss

5
B
7
a
s
10
11
12
13
14
15
18
17
LB
19
20
Z1
22
23
24
25
pa
27
28
29
30
31
32
33
34
35
35
57
26
39
40

Suppurinq Schedules:
B-1
c-1
G-3
H-1



Valencia Water Company, Town Dlvision - Rebuttal Schedules
Test Year Ended December 31, 2008
Classification - Present and Proposed Rates

Schedule H-1

[B] [C] [D]

Customer Classification

[A]
Present
Rates

Adjusted
Sch. H-2 Col. E

Proposed
Rates

Sch. H-2 Col. F

Proposed
Increase
Amount %

Line
No,
1
2
3
4

Residential
CommerdaI
Irtigatiorl
Construction

s 1,832,801
194,370
635,427
143,554

$ 2,794,910
298,571
969,172
232,930

as 962,109
104,201
333,746

89.277

52.5%
53.6%
52.5%

N/A

Total Water Revenues $ 2,806,251 $ 4,295,584 $ 1,4B9,333 53.1%

Miscellaneous Revenues (Sch. C-1, L4] 234,483

Total Operating Revenues $ 3,040.734 $

352,293

4,647,877

Pro Forma Adjustments
Subtotal (L11 + L15) $

(143841)-
2,897,693

Total Gen. Ledger Operating Revenues
Test Year Ended 12/31/2008 (Sch. C-1, LE)

Unreconciled Difference {L16 - L19)
%

2,894,421
3.272
0.11%

5
6
7

B
9
10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Target Revenue Requirement (Sch. C-1 , L5)
Difference {L11 .. L23)
%

4,549,122
(1,245)
-0.03%
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Valencia Water Company, Town Division - Rebuttal Schedules Schedule H-2

Page 2 of 2Test Year Ended December 31. 2008
Calculation of Change in Miscellaneous Service Charge revenue

Line

No. Current Proposed Increase

Test
Year

Charges

Revenue
Increase

1
z

3
4
5
5
7

Establishment
After Hours
Reconnect
NSF Fees

s 30.00
45.00
30.00
15.00

s 50.00
100,00

75.00

30.00

S 20.00
55.00
45.00

15.00

2,531
14

1,407
207

s 50,620
770.00

53,315

3,105

Proposed Misc. Service Charge Increase s 117,810

I

8
9
10
11
12
13
14
15
16
17
18

19
20
21

22
23
24
25
25
27
28
29

30
31

32
33
34
35
36

37
38

39
40



Valencia Waler Company, Town Dlvislon - Rebuttal Schedules
Test Year Ended December31, 2008
Changes in Representative Rate Schedules

Schedule H44

Monthly Minimum Charqes-

Meter Size (All Classes) Present

Basic Service Charge

proposed Change

s 13.00
15.00
37.50
7 5 3 0

145.00
225.00
700.00
700.00

s $ 22.35
20.35
50.88

101.75
137.80
340.50
183.75

1,067.50
NIANIA

35.35
35.35
88,38

178.75
282.50
555.50
553.75

1 ,7E7.5D
3,535.00

Fire Sprinkler Service * NIA NIA
1% of Monthly Minimum for a Comparable Sized Meter Connection, but no less than $5.00 per month.

Commodltv RateCharges;
Rate Block Volumetric Charge (per 1 ,DDD gallons)

Parable Water -All Meter Sizes and Classes (In 1 ,DDD's of Gallons) Present Proposed Present Proposed _Change

Tier One Breakover
Tier Two Breakover
Tier Three Breakuver
Tier Four Breakovef
Tier Five Breakover
Tier Six Breakuver

999,999,999
NIA
N/A
N/A
N/A
N/A

1
5

10
18
25

999,999,999

$ 2.85
n m
NIA
NIA
NIA
NIA

s 1.00
2.10
2.30
2.75
3.20
4.20

varies
varies
varies
varies
varies
varies

Conservation Rebate Threshold ("CBT")
Commodity rate rebate applied if consumption is below the CBT:

N/A
N/A

6,701 gal lons
59%

Service Line & Meter Installation Charges 1 Present Proposed Change

$ s s

2" Compound

3" Compound

4" Compound

6" Compound

360.00
360,00
400.00
630.00
880.00
880,00

1,040,00
1,040.00
2,B90.00
2,890.00
4,020,043
4,020.00

NIA
N/A

500.00
700.00
B1D_0D

1,075.00
1,875.00
2,720.00
2,715.00
3,710.00
4, 160.00
5,315,DD
7,235.00
9,250.00
Cost
Cost

240.00
340.00
410.00
445.00
995.00

1 ,B40.00
1 ,675.00
2,570.00
1 270.00
2,425.00
3,215.00
5,230.00

N/A
N/A8" Compound

Plus actual road crossing charges
Costs for boring under a highway Ar pavement are additional al actual cost

Cost
NIA

NlA
Cos!

NIL
NlA

PresentMiscellaneous Service Charges_ PFJOSQU

s 30.00
45.00

s 50.00
100.00
*

30.00
N/A

Esiabiishment of Service
Establishment of Service - After Hours
Re-estabiishment ii Service (VWthin 12 Months)
Reoonneclion Ar Service (Delinquent)
Reconnection of Service - After Hours (Delinquent)
Meter Move at Cusinmer Request
After Hours Service Charge, Per Hour

**

T5.GD
w 0.00

PerAAC R14-2-4Q5.B.5
50.00

i1 i

Meter Re~Read (If Correct)
Meter Test Fee (If Correct)

25.00
35.00
15.00

Greater of 1.5% or $5.00
Greater ort 1.5% or $3.50

30.00
50.00
30.00

Greater of 1.5% Ur $5.00
Greater of 1.5% or $358

Late Payment Charge [Per Month)
Deferred Payment Charge (per Month)

Number of Months off System times the monthly minimum per A.A.C. R14-2-403(D).
Cos: to include parts, labor, overhead and all applicable taxes.
PerA.A.C. R14-2-403(8).



Valencia Water Company, Town Division - Rebuttal Schedules
Test Year Ended December 31 , 2008
Typical Bill Analysis

Schedule H-4

Description

Average
Monthly

Consumption

Present
Rates

Proposed
Rates

Proposed Increase

Amount %

5/8" Residential, TD
3/4" Residential, TD
1" Residential, TD
2" Residential, TD
5/8" Commercial, TD
3/4" Commercial, TD
1" Commercial, TD
1.5" Commercial, TD
2" Commercial, TD
3" Commercial, TD
4" Commercial, TD
5" Commercial, TD
5/8" Irrigation, TD
1" Irrigation, TD
1.5" Irrigation, TD
2" Irrigation, TD
6" Irrigation, TD

5/8" HOA, TD
1" HOA, To
1.5" HoA, TD
2" HOA, To
3" HOA, To
2" Construction, TD
3" Construction, TD
4" Construction, TD
8" Construction, TD

5,817
4,925
7,715

84,875
9,009
5,857

64,551
52,029

162,979
154,432

1,333
3,000

70,022
93,583

126,886
168,826

2,786

151,019
47,345

141,264
195,393
770,100
184,112

99,500
33,050

315,900

s 29.64
29.08
59.57

387.74
38.77
31.75

222.12
252.40
611.12
666.68
703.81
708.58
213.26
305.15

437.90
627.84
707.97
444.92
172.91
479.02
703.82

2,427.49
671.56
509.57
794.52

1,603.47

s 39.97
39.14

104.02
599.58

53.97
40.01

319.79
397.57
927.61

1,174.51
884.45

1,769.63
289.74
441.73
669.97
952.17

1,769.45
629.93
247.52

730.36
1,063.75
3,760.32

1,016.37
943.80
982.86

4,822.08

s 10.34
10.05
44.45

211.83

15.21
8.26

97.67
145.17
316.49
507.84
180.63

1,061.05
76.48

136.58
232.08
324.33

1,061.48

185.02
74.62

251.34
359.93

1,332.83
344.81
434.23
188.34

3,218.61

34.88%
34.57%
74.63%
54.63%
39.22%
26.02%
43.97%
57.51%
51.79%
76.17%
25.66%

149.74%
35.86%
44.76%

53.00%
51.66%

149.93%
41.58%
43. 15%
52.47%
51.14%
54.91%
51.34%
85.21%
23.70%

200.73%





REEUTTALAS FILEO
Fair Value -

Rebmmai
Or global Cast -

RubuNs
Fair Value

As Filed
Original Cost -

As Filed
sea 057

(4 1114]

-047% s

s

s

s

929,957

(4 ,4D4}

~O 47%

90 auf. ss

9.72%

90 304

912%

ss 94,705

1.645086

s155.803s

94 vas

1 645085

155,803

Percent
Increase

Prnposad
Rates

PreseM
Rates

Dollar
Increase

s a95,377 895,377

11 so.s

s

s

130%

11,514

1.30%

TT 450 77458sS

a.s5%8.a5%

es S35 ss 65,535

1.6464641.645464

s 108,398s 1051355

PerceM
increase

Dollar
increase

Proposed
Rees

Proser
Rates

s s$ 141.279
293
547

321,131
sea
E55

455.416
a21

1243

44.8%
55.4%
78.6%

NIL

sss 24.4%
34.3%
57,796

NfA

511508
1 B1
102

15,758

41B,2.-G2
TUB

w a r
4s,22e

226.334
528
595

29,459

25.3%s sa,z5a455,2155387.018ss s323,351 145,115455,475s 44.8%

72.3%24,18914.539 19115072.3%1D.15014.039 24,189

25.4%s 105,405489,464s381 _DSEs155,258 48.0%ss 492,658s 331,400

Valencia Wahl Company, Grealu Buckeye Division - Rebuttal Schedules
Test Year Ended December 21, 2008
Compulalicn of Increase In Grass Revenue Requlremam

Sd'lBdul8 A-1

Line
No.
1
2
3
4

DESCRIPTION
Adjusted Rare Base

Adjusted Operating \no<arne (Loss)

CurrentRate of Rectum (LE I LI}

Required Operaiinu Income (LE ' LI)

RequiredRate 01 Recur

Operating Income Dehclerwy (LE - LE)

Gross Revenue Conversion Fader

Increase $n Gross Revenue Requirements

Customer
GIassilica1il:ln

Residenlia
Cnmmerdal

Irril;la1inn
C-nnshuctian

Total of Water Revenues

Miscellaneous Revenues

Total Operating Revenues

5
s
7
e
9
1 o
11
12
13
14
15
16
17
18
19
20
21
22
pa
24
25
25
27
28
be
30
31
32
32
34
35
35
37
38
39
40

Sunnorlina Schedules:
B-1
c-1
C-3
H-'I

L



Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31, 2008
Classification _ Present and Proposed Rates

Schedule H-1

[B] [Cl [D]

Customer Classification

[A]
Present
Rates

Adjusted
Sch. H-2 Col. E

Proposed
Rates

Sch. H-2 Col. F

Proposed
Increase
Amount %

Line
No.
1
2
3
4

Residential
Commercial
Irrigation
Construction

$ 336.334
528
698

29,459

$ 418.242
709

1 .097
45,226

$ B1,908
181
402

15,768

24,4-%
34.3%
57.7%

NIA

Total Water Revenues $ 367,016 $ 465,275 s 98,258 26.8%

Miscellaneous Revenues (Sch, C» 1, L4]

Total Operating Revenues $

14,039

381,055 $

24,189

489,464

Pro Forma Adjustments
Subtotal (L1 T + L15) $

(43,555)
337,400

Total Gen. Ledger Operating Revenues
Test Year Ended 12/31/2008 (Sch, C-1, LE)

Unreconciled Difference (L16 - L19)
%

3361819
581

0.17%

5
B
7

8
9
10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Target Revenue Requirement (Sch. C-1, L5)
Difference (L11 - L23)
%

488,871
593

0.12%
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Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31 | 2008
Calculation of Change in Miscellaneous Service Charge revenue

Schedule H-2
Page z of 2

Current Proposed Increase

Test
Year

Charges
Revenue
Increase

Line
No.
1
2
3
4

$ $ $ 116 $ 2,320Establishment
After Hours
Rec0['lngc[
NSF Fees

30.00
40.00
30.00
15.00

50.00
100.00
75.00
30.00

20.00
60.00
45.00
15.00

165
27

7,425
405

Proposed Misc. Service Charge increase $ 10,150_

(\

5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40



Valencla Water Company, Greater Buckeye Dlvlslon - RebuttalSchedules
Test Year Ended December 31, 2008
Changes in Representative Rate Schedules

Schedule H-3

Monthly Mlnlmurn Charkas:

Meter Size (All Classes) Preserrt

Basic Sewioe Charge

Proposed Change

s 16.00
16.00
40.00
80.00

128 .DD
240.00
400.00
820.00

$ s 17.25
17.25
43.13
B625

138.00
292.00
431,25
842.50

5/8" Meier
3/4" Meter
1" Mater
1.5" Meter
2' Meter
3" Meter
411 Meter
G" Meter
B" Meter NIA

33.25
3325
sa113

1B5.25
255.00
532.00
B31 .25

155250
3,325.00 NIA

Construction.'S1andpipe

Commodity Rate Charo_es:

150.00 Same as Above NrA

Rafe Block

Pmabie Waler -All Meta Sizes and Classes (in 1,DorJ's of Gallons) Present Proposed

Volumetric Charge (per 1 ,DID gallons)

Present Proposed Change

Tier One Breakovef
Tier Two Breakover
Tier Three Breakover
Tier Four Breakover
Tier Five Breakover
Tier Slx Breakover

12
999,999,999

N/A
N/A
NIA
N/A

1
5

10
18
25

999,999,999

$ 2.75
3.75

N/A
N/A
N./A
N/A

s 1,00
2.00
2.30
2.75
3.20
4.20

varies
varies
varies
varies
varies
varies

Conservation Rebate Threshold ("CBT")
Commodity rate rebate applied if consumption is below the CBT:

N/A
NlA

9,001 gallons
45%

Service Line a Meter Installation Charges ' preserrt Proposed Change __

$ s $5l8°' Meter
3/4" Meter
1" Meter
15" Meter
2" Turbo
2" Compound
3" Turbo
3" Compound
4" Turbo
4" Compound
6" Turbo
B" Compound
8" Turbo
a" Compound

485.00
485.00
570.00
740.00

1 ,235,00
1235.00
2,340.00
2,340.00
2,700,00
2:700_DCI
5,035.00
5,035.00
NIA
N/A

500.00
700.00
810.00

1,075.00
1,875.00
2,720.00
2,715.00
3,710.00
4,150.00
5,315.00
7,235.00
9,250.00
Cost
Cost

115.00
215.00
240.00
335.00
640.00

1,485.00
375.00

1 ,370.00
1 ,460.00
2.81500
2:20000
4,215.00
NlA
N/A

1 Costs for boring under a highway or pavement are additional at actual cost Cost Cost

Miscellaneous Service Charges Present Proposed

$ 30.09
40,00

s 50.00
1DO,D0

3000
NIL

*H

75.00
100.00

Per AAC R14-2-405.85
50.00

*aw be1l

z0.oo
30.00
15.00
150%
150%

30.00
50.00
30.00

Greater of 15% or s5.on
Greater of 15% or $3.50

Establishment of Sewioe
Establishment of Sewioe (After Hours)
Re-establishment of Service (Wthin 12 Months)
Reconnernion of Service (Delinquent)
Reconnection of Service - After Hours (Delinquent)
Meter Move al Customer Request
After Hours Service Charge, Per Hour
Deposit
Meter Re-Read (If Correct)
Meier Test Fee (If Correct)
NSF Check
Late Payment Charge (Per Month)
Deferred Paymen1.Charge (Per Morph)

' Number of Months off System times the monthly minimum per A.A.C-. R14-2-403{D].
'* Cost to include parts, labor, overhead and all applicable taxes.
"' Per A.A.C. R14-2-403(B).



Valencia Water Company, Greater Buckeye Division - Rebuttal Schedules
Test Year Ended December 31 | 2008
Typical Bill Analysis

Schedule H-4

Description

Average
Monthly

Consumption
Present
Rates

Proposed
Rates

Proposed Increase
Amount %

5/8" Residential, GBD
3/4" Residential, GBD
1" Residential, GBD
5/8" Commercial, GBD
1" HOA, GBD
2" Construction, GBD

9.068
10,239
9,740
7,267
6.417

659,600

40.94
44,16
66.79
35.98
57.65

2,611.50

51 .61
54.41

103.03
41.07
89.87

2,996.22

10.67
10.25
36.24
508

32.22
384.72

26.06%
23.21 %
54.27%
14.13%
55.90%
14.73%

N





REBLJTTALAS FILED
Fair Value -

Rebuttal
Drginal Colt -

Rebuttal
Fair Value -

AS Filed
Original! Cost -

As Filed
s 2598,259s2,588 259

s s [153.171)

.s 90%

l153,371)

-590 A

s 25a.2s7s 258.267

9.94%g 94-%

411.638ss 411,838

1.6450851.545058

s77 179 577,179s s

Percent
Increase

Dollar
Innrasaa

PIGDISS ed
Rates

Prssenl
R ates

s

s

2,563,849

[̀ 157_4D1) s

-514%

S 2,563,549

(157,431)

-8.14%

221,773ss 221 .773

8.65%B.SS%

379 174$ s

1.844176

3?9,174

1.544176

ss 523,425523,429

Psmeni
Inofease

Proposed
Rates

Dollar
Increase

PressM
Rates

sss 430 506
45,825

135218

189,534
1s_171
45,056

520,340
60,996

248,273

225.8%
3021%
433.3%

N/A

sss 373,445
44.919

193,617

588,280
60,959

238,673

188,834
15,171
45.058

199.4%
296.1 %
429.7%

NIA

24-6.7%s sasi,u42 816,981s 250,06126B 8%s s521 ,soss 250,061 571 .548

64.5%5.87514.9785,10354.5%9,1 n3 sa7s14,575

24-43.3%ss B82,020 E22 ,856258.164s251.4%877,423ss 838.547s 259,154

Water Utility al Grosunr Tonapnh, Inc. - Rebuttal Schedules
Te~a1 Year Ended December 31 , 2008
Computation Ni Increase in Grass Revenue Requiremam

Schedule A-1

Lina
No.
T
2
3
4
S
e
T
5
9

DESCRIPTION
Mlusted Rale Base

Adjusted Operating Wncome (Loss)

CunrentRale n1 Re1JJrn (L3 IL1)

Required Operating Income (LS ' L1]

Required Rats 01 Return

Operating Income Dehcienq/ (L7 - LE)

Gross Revenue Conversion Faclnr

Increase tn Gross Revenue Rsquiremarrls

Customs!
Classlficatzun

Residential
Commercial
lrriga1il:m
Construction

Tntnl of Water Revenues

Miscellaneous Revenues

Total Operating Revenues

10
11
12
13
14
15
98
17
l a
19
20
21
22
23
24
2s
i s
2?
28
Zs
30
31
12
:so
34
35
36
37
38
39
4,0

Sunnortincl $chedl-Iles!
B-1
C~1
C-3
H-1



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Ciassiiicafion - Present and Proposed Rates

Schedule H-1

[B] AC] [D]

Customer Classification

[A]
Present
Rates

Adjusted
Sch, H-2 Col, E

Proposed
Rates

Sch. H-2 COL F

Proposed
Increase
Amount %

Residential
Commercial
Irrigation
Construction

$ 189,834
15,171
45,055

S 568,280
60,089

238,673

$ 378,445
44,919

1931517

199.4%
296.1%
429.7%
N/A

TotalWaterRevenues $ 250.061 $ B5T,CI42 s 616,981 24B.7%

Line
No.
1
2
3
4
5
6
7

8
g Miscellaneous Revenues (Sch. C»1, LE) __9. 1.03 14,978

Total Operating Revenues $ 259,164 s B82,020__

Pro Forma Adjustments
Subtotal {L11 + L15) $ 259.164

Total Gen, Ledger Operating Revenues
Test Year Ended 12131/2008 (Sch. C-1, L5)

Unreconciled Difference (L16 - L19)
%

259,304
(140)

-0.05%

Target Revenue Requirement (Sch. C-1, L5]
Diffetenoe [L11 - L23)
%

882,733
(713)

-008%

1 .

10
11

12
13
14
15
LB
17
LB
19
2D
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
CB
39
40
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Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules Schedule H-2
Page 2 of 2Test Year Ended December 31, 2008

Calculation of Change in Miscellaneous Service Charge revenue

Current Proposed Increase

Test
Year

Charges

Revenue
Increase

s s 58 s 1,160Establishment

After Hours
Reconnect
Meter Test
NSF Fees

30.00
45.00
30.00
30.00
15.00

s 50.00
100.00

75.00

50.00
30,00

20.00
55.00
45.00

20.00
15.00

99
1

16

4,455
20

240

Line

no.

1
2
3
4
5
6
7
8 Proposed Misc. Service Charge Increase 5,875

9
10
11
12
13
14

15
16
17

18
19

20

21
22
23
24
25
26
27

28
29

30

31
32
33
34

35
36

37
38
39

l 40

s



Water Utility of Greater Tonopah, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Changes in Representative Rate Schedule:

Schedule H-3

Monthly Minimum Chimes:

Meter Size (All Classes) Present

Basic Service Charge

Proposed Change

$ 17.50
17.50
45.00
85.00

145,00
270.00
450,00
900.00

s $ 57.50
57.50

142.50
290.00
45500
930.00

1,425.00
2,850.00
N/A

5/8' Melee
3/4" Meier
1" Meier
1 5 '  M e t e r
2" Meier
3" Meier
4" Meier
e" Meter
8" Meter NIA

75.00
75.00

187.50
375.00
600.00

1,200.00
1,a75.00
3,750.00
7,500.00

commodity Rate Charges:
Rate Block Volumetric Charge (per 1,000 gallons)

potable water _ All Meter Sizes and Classes (In 1,Doo's of Gallons§ Present Proposed Present Proposed Change

Tier One Breakover
Tier Two Breakover
Tier Three Breakover
Tier Four Breakover
Tier Five Breakover
'Her Six Breakover

12
999,999,999

NrA
NlA
NIA
N/A

1
5

10
l a
25

999,999,999

s 410
5.25

N1A
NIA
NIA
NIA

s t.D0
400

12.00
16.00
23.50
29.94

varies
varies
varies
varies
varies
varies

Construe:tionlStandpipe [in 1,D00's of Gallons
Tier One Breakover
Tier Two Breakover
Tier Three Breakover
Tier Four Breakover
Tier Five Breakover
Tier Six Breakover

999,999,999
NIA
NIA
N/A
N:A
NIA

1
5

10
18
25

999,999,999

s 4,10
N/A
NIA
NIA
NJA
NiA

$ 1 ,of
4.00

12.00
1600
23.50
29.94

varies
varies
varies
varies
varies
varies

All Meter Sizes and Classes
Conservation Rebate Threshold ("CBT')
Commodity rate rebate applied if consumption is below the CBT

N/A
N/A

7,401 gallons
45%

Service Line & Meler_lns\alIation Charges' Present Proposed Change

5/8" Meter
3/4" Meter
1" Meter
1 .5" M€l.&l'
2" Turbo
2" Compound
3" Turbo
3" Compound
4' Turbo
4" Compound
6" Turbo
6" Compound
8" Turbo
8" Compound

$ 485.00
485.00
570.00
775.00

1,900.00
1,900.00
2,490.00
2,490_OCl
3,615.00
3.G15.00
6,810.00
6,810.00
N/A
N/A

$ 600.00
700.00
B10,00

1,075.00
1,B75.00
2,720.00
2,715.00
3,710.00
4:150.00
5,315.00
7,235.00
9,250,0D
Cost
Cost

$ 115.00
215.00
24000
300.00
[25.00)
820.00
225.00

1,220.00
545.00

1 ,70D.00
425.00

2,440.00
NIA
NIA

1 Costs for boring under highway or pavement are additional at most Cost Cost

Present ProposedMiscellaneous Service Charges

$ 2500
50.00

s 50.00
100,00

30 .of
NIA

75 .00
100.00

Per AAC R14-2-4058.5
50.00

H.ur ***

15.00

Establishment of Service
Establishment of Service (After Hours]
Re-establishment at Service (Within 12 Monthsj
Reconnection of service (Deiinquerxt
Reconnection of Service - After Hours (Delinquent
Meier Move at Customer Request
After Hours Service Charge, Per Hour
Deposit
Meter Re-Read (If Correct)
Meter Test Fee (If Correct)
NSF Check
Late Payment Charge [Per Month,
Deferred Payment Charge (Per Month,

10.00
1.50%
1.50%

30.00
50.00
30.00

Greater of 1 .5% or $5.00
Greater 0115% Ur $3.50

' Number of Months off System tirne5 the monthly minimum per A.A.C. R14-2-4D3[D}.
' * Cost tn induce pans, labor, overhead and all applicable taxes.
Ill# Per A.A.c. R14-2-403488



Water Utility of Greater Tonopah Schedule H-4

Test Year Ended December 31, 2008
Typical Bill Analysis

Description

Average
Monthly

Consumption
Present

Rates

Proposed

Rates

Proposed Increase

Amount %

5/8" Residential
3/4" Residential
1" Residential
115" Residential
S/8" Commercial
1" Commercial
1.5" Commercial
6" Commercial
2" irrigation
3" Irrigation
2" Construction

7,346

83000

6,898

25,667

7,852

14,889

14,778

s 47.62
50.30
73.28

205.95
49.59

109.37
148.78
900.00

1,697.23
353.76
314.68

99.83
128.00
209.38
764.46
126.22
342.72
528.44

3,750.00
9,151.85
1,418.71
1,450.11

s 52.21
77.70

136.10
558.51
76.53

233.35
379.66

2,850.00
7,454.62
1,064.95
1,145.43

109.65%

154.47%

185.71%

271.19%

154.01%

213.35%

255.17%

316.67%

439.22%

301.04%

363.99%

298,292

18,583

41,386

|'

L





REBLJTTALAs FILED
Fair Value -

Rebuttal
Original C051

Reburial

Fair Valuer »

As Filed
Original Cost

As Filed

s

s

s

2221,164

l95.458')

-424%

s 2251.154

(95,458)

424%

os DDBs s208908

924% 9.24%

s s303,466

1 .scsoaa

ss 489,228

303,466

1.645035

499,228

Proposed
Rakes

Pefcam
increase

Preaerrl
Roles

Dollar
Inusase

s

s

s 2,207,145

s (93 559)

-4 24%

2,2571148

(93,559)

4.24%

ss 190,918

8.55%

1SD,B1B

8.55%

ss 2a4,477

1.641 sos

284,477

1 .641985

$s 4511107 457,107

Percent
increase

Dollar
increase

Present
Rates

Pmpcsed
RZIES

5 ss42z.40e
19.357
12,835

824,855
EL 114
41.429

402446
51 ,747
28594

95.3%
31 B.8'/9
222.8%

NWA

sss 374,933
5s.495
z7_406

797,342
77,BS5
40.241

422.409
19,367
12,835

86.8%
302.0%
213.5%

N/A

1014%s 450,835s 915,448s 454,812492 ass 1DB4%ss47.:4sas 454.612 5

28.9%25,453 5_11u19,7435,71 o25,45319,743 289%

95.4%940 901 5 455.545474855 ss1os 1%ss 972.851474.355 498,495s

Wlllnw ValkyWa\er Company, inc. » Rebuttal Schedules
Teal Year Ended December 31 . 2098
Damputaiicm of Increase in Gross Revenue Requirement

Sd\edu\e A-1

Line
No.
1
2
3
4
5
S

DESCRIPTION
A9usled Rals Base

Adjusted Operating Income [Lass]

Current Rate al Return [L3 lL1)

Required Opeleiing Income (LS ' LI)

Required Rate nfRelurn

Operating Income Deficiency (LE - LE']

Gross Revenue Conversion Factor

Increase in Gross Revenue Requirements

Customer

Classification

Residential

Commercial

Irrigation

Construction

Total of Water Revenues

l'»*liSU9llallsnL.¢s RBvenuB5

Tots! Operating Revenues

7
a
s
10
14
12
13
14
i s
16
17
15
19
20
21
22
23
z4
25
26
27
28
i s
3D
31
32
33
34
as
38
37
CB
35
UD

Suuoortinq Schedules:

8-1

C-1

C-3

H-1



Willow Valley Water Comparty, Inc. - Rebuttal Schedules
Tea\ Year Ended December 31 , 2008
Classification - Present and Proposed Rates

Schedule H-1

[B] [C] [D}

Customer Classification

[A]
Present
Rates

Adjusted
Sch, H-2 Col. E

Proposed
Rates

Sch. H-2 Col. F

Proposed
Increase
Amount %

Residential
Commercial
Irrigation
Construction

s 422,409
19,367
12,835

s 797,342
77,865
40,241

$ 374,933
58,498
27,406

85.8%
302.0%
213.5%

N/A

Total Water Revenues s 454,612 s 915,448 s 460,836 101.4%

Miscellaneous Revenues (Sch. C-1, LE)

Total Operating Revenues $

19,743

474,355 $

25,453

940.901

Pro Forma Adjustments
Subtotal (L11 + L15) $ 474,355

Total Gen. Ledger Operating Revenues
Test year Ended 12/31/200B (Sch. C-1, L5)

Unreconciled Difference (L16 - L19)
%

473,527
82B

D.17%

Line
No.
1
2
3
4
5
S
7

B
g
10
11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
CB
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Target Revenue Requirement (Sch. C-1, L5)
Difference (L11 - L23)
%

940,634
267

0.03%
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Willow Valley Water Company, Inc. - Rebuttal Schedules
Test Year Ended December 31, 2008
Calculation of Change in Miscellaneous Sen/ice Charge revenue

Schedule H-2

Page 2 of 2

Line

No. Current Proposed Increase

Test
Year

Charges

Revenue
Increase

Establishment

After Hours
Reconnect

Meter Re- Read
NSF Fees

s 35.00
45.00
35.00

20.00
15.00

s 50.00
100.00
75.00
30.00
30.00

S 15.00

55.00
40.00
10.00
15.00

137

2
80

3
21

s 2,055
110.00

3,200
30

315

1

2

3
4

5
6
7
8 Proposed Misc. Service Charge Increase s 5,710

r
l

g
10
11
12

13
14
15
16
17
18
19
20
21

22

23
24

25
26
27
28
29

30
31

32
33

34
35
36

37
38

39
40



WillowValley Water Company, Inc. - Rebuttal Schedules
Test year Ended December 31, zone
Changes in Representative Rate Schedules

Schedule H-3

Monthly Mlnlmum Chimes;

Meter Size :Au Classes) Present

Basic Service Charge

Proposed Change

$ 1625
22 25
37.25
45.00

105.00
150.00
200.00
300.00

s s 13.40
7.40

36.88
103.25
132.20
324.40
541.25

1382.50
WA

LIB" Meter
3/4" Meter
10 Meter
1 5" Meter
2" Meter
3" Meter
414 Meter
6" Meier
811 Meter NIA

2965
2965
7413

14B25
237.20
474.40
74725

1.4e2.50
2,965.00

Fire Sprinkler Service I NIA N/A
' 1% of Monthly Minimum fore Comparable Sized Meter Connection, but no less than 5500 per month

Commodliv Rate Charges;
Rate BID Gk

Potable Water - All Meter Sizes and Classes (In 1,00D's of Gallons] Present Proposed Present

Volumet'ric Charge (per 1,000 gallons

Proposed Change

Tier One Breakawer
Tier Two Breakovar
Tier Three Elreakover
Tier Four Breakover
Tier Five Ereakover
Tier Six Breakover

a
999. 999 99 B

NIL
NIL
NrA
N/A

1
5

l a
18
25

999999399

$ 1.10
1.70

NIA
N/A
N/A
NIA

$ 1.00
2.60
2.B5
3.50
4.50
5.45

varies
varies
varies
varies
varies
varies

ConstructionlStandl>ipa in 1,00D's of Gallons]
Tier one Breakover
Tier Two Breakover
Tier Three Breakover
Tier Four Ereakover
Tier Five Breakcver
Tier Six Breaksvar

9999999,999
N/A
NIA
NIL
NIA
NIA

s 2.00
N/A
N/A
WA
N/A
N/A

$ 1 OD
2.60
2.85
3.50
4.50
5.45

Hades
vanes
vanes
paNes
vanes
vaNes999,999,999

All Meter Sizes and Classes
conservation Rebate Threshold ("CBT')
Commodity rate rebate applied W consumption is below the CBT

NIA
NIA

6,401 gallons
45%

Service Line & Meter installation Charges' Present Proposed Change

SIB" Meter
3J4" Meter
1" Meter
1 5" Meter
211 Turbo
2" Compound
3" Turbo
3" Compound
AM Turbo
4" Compound
5" Tums
6" Compound
8" Turbo
8" Compound

s 445.00
515.00
590.00
820.00

1,380.00
1,380.00
1,935.00
1,935.00
3,o:ao0ocl
3,030oa
5,535.00
5_535.00
NIA
NIA

$ 600.00
70000
810.00

1,075.00
1,875.00
2,72D0U
2,715.00
3,710.00
4,,1s090c1
5,31503
7,236.00
9.2500G
Cost
Cost

s 155.00
-l85.0Q
220.00
255.m
495.00

1,340.09
750.00

1,775.0G
1.13000
2.28500
1,700.00
3,715.00

ALfA
N/A

Plus actual mad crossing charges
1 Costs for boring under highway or pavement are additional at cost

Cost
NIA

N/A
Cost

NIA
NIA

Misc,e\ianenus Service Charges Present Proposed

s 35.00
45.00

$ 5000
100.09

41

35.00
NIA

Lr

45.00

75.00
100.00

Per AAC R14-2-405.55
50.00

111

2o00
soon
1500

Greater of 15% or $500
1.50%

3000
50.00
3000

Greater D'f15% or $560
Greater of 1 .5% or $3. 50

lik!

Establishment of Service
Eslablishmeni of Service (After Hours)
Re-establishment of Service (V\mhin 12 Months)
Reconnection Of Service (Delinquent)
Reconnection al Service . Afler Hours (Delinquent)
Miler Move at Cuslomsr Request
After Hours Service charge. per Hour
Deposit
Meter Re-Read (If correct)
Melee Test Fee (H correct)
NSF check
Laid payment charge (Per Month]
Deferred Payment Charge (Per Month)
Damage Charge_ _ .-

* Number of Months off System times the monthly minimum per A.A.c. R14-2-403(D).
** Cost to include parts, labor, overhead and all applicable taxes.
ume Per A.A.c. R14-2-403(B).
:inf Per A.A.C. 914-2-407[B).



Willow Valley Water Company
Test Year Ended December 31, 2008
Typical Bill Analysis

Schedule H-4

Description

Average
Monthly

Consumption
Present
Rates

Proposed
Rates

Proposed Increase
Amount %

5/8" Residential
3/4" Residential
1" Residential
5/8" Commercial
3/4" Commercial
1" Commercial
1" Commerical NT
1.5" Commercial
1.5" Commercial NT
6" Commercial
6" Commercial NT
Fire Line Commercial NT
2" Irrigation
4" Irrigation
4" Irrigation NT
2" Construction
3" Construction

5,142
4,317
9,396
2,375

35,222
11 ,628
48,833
18,000
72,500

4,750
8,750
1,083

61,083
150,583

3,750

$ 21.91
27.00
48.42
18.86
77.33
52.22

115.47
70.80

163,45
305.23
310.08

6.19
204.04
451.19
204.13
105.00
158.80

$ 36.14
34.94
98.05
32. 17

170.51
105.47
289. 17
201 .90
492.28

1,488.41
1,504.59

0.67
519.00

1,510.83
745.73
237.20
494.35

$ 14.24
7.94

49.63
13.30
93.18
53.26

173,70
131 .10
328.83

1,183.19
1,194.51

(5.52)
314.95

1,059.64
541.61
132.20
335,55

64.99%
29.43%

102.49%
70.53%

120.50%
101 .99%
150.43%
185. 17%
201 .18%
387.84%
385.23%
-89.19%
154.36%
234.85%
265.33%
125.90%
211.30%8,000
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REBIJTFALAs FILED
Fair Value .

Rebuts
Original Cos!

Rebuttal
Fair Value -

As FiF<Bd

Original Cast -
As Filed

s 1,7s7_:-zus 7,767,334

s S(769 580) (768,630)

-9.91%-9.91%

s761 .975I 781 .eds

931 % 9.51%

1,531,555s s1,531,555

1 .645088 1 .e4soae

ss 2,51517052,519,705

Peluemt
Increase

Dollar
Increase

Present
Rates

Proposed
Rates

ss

s

71902,533

l749_1$1)

9.48%

7_902833

(749181) s

-8.48%

ss 683,595

B 65%

688,595

8.85%

s 1_43z,75es

1 .asosae

1 ,oz 'res

1 £59885

2 385 317s 2,365,317s

G0llar
increase

Percent
Increase

Proposed
Rates

Present
Rates

s ss 4 D25_16D
404,307

1 182 an

1587 5:44
185,088
501,563

2,337,526
2184219
681.175 7220%

8528%
TS65%

N1A

s s5 eo5a%
74 42%
BE 85%

NIL

1.434.882
159,957
4T5,B02
125,195

3803379
367,928

1,156.980
318,154

2 358.497
210,941
5811175
186,958

53.72%2,195.BB7s 5 844,441 5s 3,44TI57473.38%s3.235922 s 2 3T513B45,512,301s -. - - - -  .

391.46u 51 95%133.535257162551.95%133835381 .d»Bcl257.525

BZ.90%ss 2,33017026635801s 3,705.159s 2.509.219s E,DD3,T873,494,549s 71.B0%

Glabil Water . West Valley Consolwnlon - Rebutiul Schedules
Tesl Year Ended December 31 . 2008
Cumput8iiun of Increase in Gross Revenue Requirement

Schedule A-1

Line
Nu.
1
2
3
4
5
s
T

DESCRIPTION
Adjusiea Rate Base

Adjusted Operating Income (Loss)

Cubism Rate of Recur (LS /L1)

Requlrecl Operating Income (LB ' L1)

Required Rate Rf Ra»lum

Operating Income DeGcieflcy (LE » LS)

Grass Revenue Conversion Factor

Increase in Grass Revenue Requirements

Cusiamer
ClassiE:.a\ion

Residential

Commercial

Irrigation

Cc»ns1ruc1bn

Total of Winer Revenues

Miscehanaous Revenues

Tubal Operallng Revenues

a
g
10
11
12
1:
14
15
16
17
la
19
20
21
22
23
24
25
be
Z7
28
29
30
31
32
33
34
35
38
37
38
as
40

Sunk-onnq Schedules,
B-1
C-t
c-3
H-1



Global Water -West Valley Consolidation . Rebuttal Schedules
Test Year Ended December 31. 2008
Classification - Present and Proposed Rates

Schedule H-1

[B] [Cl [D]

Una
No. Customer Classification

[A]
Present
Rates

Adjusted
Sm. H-2 Col. E

Proposed
Rates

Sch. H,2 Col. F

Proposed
Increase
Amount %

Residential
Commercial
Irrigation
Construction

$ 2,368,497
210.941
681,178
186.958

s 3,803,379
367,928

1,156,980
318,154

s 1,4341882
156,987
475,802
129.19§_

BO. 6%

74. 4%

BE. 8%

N/A

Total Water Revenues $ 3,447,574 $ 5,644,441 s 2,196,867 53. 7%

1
2
3
4
5
S
7
8
g

Miscellaneous Revenues (Sch. C-1, LE} 257.625 391,460

6,035,901Total Operating Revenues S 3,705,199 $

Pro Forma Adjustments
Subtotal {L10 + L14) $

(185,696)
3,51 B,5D3

Total Gen. Ledger Operating Revenues
Test Year Ended 1213112005 (Sch. c-1, L5]

Lbnreconciled Difference (L15 . L18]
%

3,483,606
34,897

0.99%

Target Revenue Requirement (Sm. C-1, L5)
Difference (L10 - L22]

6,035,619
282

0.00%

10

11
12
13
14
'15
18
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39

%
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Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year Ended December 31, 2008
Calculation of Change in Miscellaneous Service Charge Revenue

Schedule H~2
Page 2 of 2

Current Proposed Increase

Test
Year

Charges
Revenue
Increase

Valencia, Town Division
Establishment $
After Hours
Reconnect
NSF Fees

30.00
45.00
30.00
15.00

$ 50.00
100.00

75.00
30.00

$ 20.00
55.00
45.00
15.00

2,531
14

1,407
207

$ 50,620
770

63,315
3,105

$ 117,810

$ 116 $ 2,320
Valencia, Greater Buckeye Division

Establishment $ 30.00
After Hours 40.00
Reconnect 30,00
NSF Fees 15.00

$ 50.00
100.00

75.00
30.00

2000
60.00
45.00
15.00

165
27

7,425
405

$ 10.150

$ 58 $ 1.160

Water Utility of Greater Tonopah

Establishment $ 30.00
After Hours 45.00
Reconnect 30.00
Meter Test 30.00
NSF Fees 15.00

$ 50.00
100.00

75.00
50.00
30.00

20.00
55.00
45.00
20.00
15.00

go

1

we

4.455
20

240

$ 5,875

Line
No.
1
2
3
4
5
e
7
8

9
10
11
12
13
14
15
16

17
18
19
20
21
22
23
24
25

28
27
28

29
30
31
32
33
34
35
36
37
38
39
40

Proposed Misc. Service Charge Increase $ 133835



Global Water - West Valley Consolidation - Rebuttal Schedules
Test Year EndedDecember 31,2DIJB
Changes in RepresentativeRate Schedules - Valencia, Town Division

Schedule H» 3
Page 1 of 3

Monthly Mlnlmum Charges:

Meter Size [All Classes) present

Basic Service Charge

proposed Change

s 13.00
25.00
37.50
75.00

145.00
225.00
700.00
700.00

s $5/8" Mater
3/4" Meter
1" Meter
1 .5" Meier
z" Mater
3" Meter
4" Meter
E" Meter
8" Mater NIA

38.16
38.10
95.25

190.50
304.80
609,50
9525D

1,905.00
3,810.00

25.10
13.10
57.75

115.55
159.80
384,60
252.50

1 ,205.00
N/A

Fire Sprinkler Service l N/A N/A
' 1% of Monthly Minimum for a Comparable Sized Meier Connection. be no less that $5.00 per month.

Cornmodltv Rate charges:
Rate Block Volumetric Charge (per 1,000 gallons)

Potable Water - All Meter Sizes and Classes (In 1,000's of Gallons) Present Proposed Present Proposed Change

Tier One Braakovar
Tier Two Breakover
Tier Three Breakover
Tier Four Breakaver
Tier Five Breakover
Tier Six Breakover

999,999,999
N/A
N/A
NIA
NIA
NIL

1
5

10
18
25

999,999,999

$ 2 8 8
NIA
NIA
NIA
N» 'A
NIA

s 1 .00
2.45
2.70
3 2 5
3.93
4.88

varies
varies
varies
varies
varies
varies

Conservation Rebate Threshold ("CBT")
Commodity rate rebate applied if corssumptiun is below the CBT:

NtA
NIA

7,001 gallons
49%

Service Line & Meta lnslalIatlon Charges 1 Present Proposed Change

5/8" Meier
3/4" Meter
1" Meter
15" Meter
2" Turbo
2" Compound
EU Turbo
3" Compound
4" Turbo
4" Compound
6" Turbo
G" Compound
B" Turbo
8" Compound

s 360.00
350.00
400.00
630.00
880.00
880.00

1,040.00
1 ,040.00
2,890.00
2,890.00
4,020.00
4,020.00
N/A
N/A

s BDELOO
700.00
810.00

1.07500
1,87500
2,72D00
2.71500
3.71000
4,15003
5,315.00
7,235.00
9,250.00
Cosl
Cost

$ 2w .0o
340.00
410.00
445.00
995.00

1_B4D.00
1,675.00
2,670.00
1,270.00
2,425.00
3,215.00
5,230.00
NIA
NIA

Plus acluaI road crossing charges
' Costs for boring under a highway or pavement are additional at actual most

Cost

N/A

N/A
Cosl

N/A
NIA

Mis::el!aneous Service Charges Present Proposed

s 38,00
45.00

$ 50.00
100.00

* *

30.00
N/A

75.00
100.90

Per AAC R14-2-4n5.EL5
50.00

*ea

Establishment of Service
Establishment DT Service {After Hours)
Reestablishment Uf Service (\nth in 12 Months)
Reconnectiori of Service (Delinquent)
Reconnection Rf Service .. After Hours (Delinquent)
Meter Move et Customer Request
After Hours Service Charge, Per Hour
Deposit
Meter Re» Read (If Correct)
Meter Test Fee (Ir Connect)
NSF Check
Late Payment Charge (Per Month)
Defined Payment Charge [Per Month)

25.00
35.00
15.00

Grenier 01 1.5% or $5.00
Greater of 1.5% or $3.50

30,00
50.00
30.00

Grealer 01 15% or $5.00
Greater Of 1 .5% or $3.50

' Number of Months off System times the monthly minimum per A.A.C. R14-2-403(D).
*" Cost to include parts, labor, overhead and all applicable taxes.
*ii per A.A.C. R14-2-4D3(B).



Schedule H~3
Page 2 of 3
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Global Water -West Valley consolidation - Rebuttal Schedules
Test Year Ended December 31 , 200B
Changes in Representative Rate Schedules - Valencia, Greater Buckeye Division

Monthlv Mlnlmur8 Cha_rgq§:_

meter Size (All Classes) Preserve

Basic Service Charge

Propos3E' Change

$ 16.00
16.00
40.00
80.00

12800
240.00
400.00
820.00

s s 22.10
22.10
55.25

110.50
176.80
369.60
552.59

1,085.00
NIA

5/8" Meta'
3l4" Mzief
1" Meier
15" Meter
2" Meter
3" Meter
4" Meier
S" Meier
8" Meier NIA

38.10
38.10
95,25

190.50
a04.80
609.60
952.50

1,905.00
3,810.00

Construction/Standpipe

Commodftv Rate Charges:

150.00 Same as Above Nl'A

Role Block Volumetric charge (per 1,000 gallons)

PotableWeer - All Meter Sizes and Classes (in 1,D00's of Gallons] Preses Proposed Preserli Proposed Change

Tier One Breakover
Tier Two Elreakover
Tier Three Breakover
Tier Four Breakover
Tier Five Ereakovsr
Tier Six Breakover

12
399,999,999

N/A
NIA
NIA
N/A

1
5

10
18
25

999,999,999

$ 2.75
3.75

N/A
N/A
N/A
N/A

s 1,00
2.45
2,70
3.25
3.93
4.88

varies
varies
varies
varies
varies
varies

Conservation Rebate Threshold ("CBT"]
Commodity rata rebate applied if consumption is belowlhe CET:

NIA
N/A

'/,oaf galling
49%

Service Line s. Meier lns\arlation Changes 1 PJ1¢iefZ* _ Prcl.posq<:_ _ Change

$ $ $5/8" Meter
3/4" Meter
1" Meter
1.5" Meter
2" Turbo
Z" Compound
311 Turbo
3" Compound
4" Turbo
4" Compound
E" Turbo
E" Compound
a' Turbo
8" Compound

485.00
485.00
578.00
740.00

123500
1235.00
2,340.00
2,340.00
2,709.00
2,700.00
5,035.00
5,035.00
NfA
NIA

a00.00
70D.00
810.00

1,075.00
1,875.00
2,720.00
2,715.00
3,710.00
4,180.00
5,315.00
7,235.00
9,259.00
Cost
Cost

115.00
21500
240.00
335.00
64000

1,485.00
375.00

1,370.00
11460.00
2,015.03
2,200.00
4,215.00

NIL
NJA

1 Costs for boring under highway or pavement are additional at actual cost Cost Cost

Miscellaneous Service Charges Present Proposed

$ 30.08
40.00

s 50.00
180.00

*

30.00
N/A

an

75.00
100.00

Per AAC R14-2-4-05,B.5
50.00

we* Ha

Establishment of Service
Establishment of service (After Hours)
Re-establishment of Service (\nth in 12 Months]
Reconnection off Service (Delinquent)
Reoonnedion of Service _ Afler Hours (Delinquent)
Meter Move at Customer Request
After Hours Service Charge, Per Hour
Deposit
Meter Re-Read (If Correct)
Meter Test Fee (If Coners)
NSF Check
Lale Payment Charge (Per Month)
Deferred Payment charge (Per Monlh)

20.00
30.00
15.00
1.50%
1.50%

30.00
5D.OO
3D.OO

Greater of 1.5% or $5.00
Greater of 1 .5% or $3.50

' Number or Moths off System times the monthly minimum per A.A.C. R14-2-403[D),
" Cost to include parts, labor, overhead and all applicable taxes.
an Per A.A.C. R14-2-403(B).



Global Water - Wes! Valley Consolidation _ Rebuttal Schedules
Test Year Ended December 31 , 2008
Changes in Representative Rate Schedules, Water Utility of Greater Tonopah

Schedule H-3
page 3 of 3

Monthly Minimum Charges:
Basic Service Charge

Meter Size (All Classes] present Proposed Change

s w .5o
t7 .50
45.00
a5.oo

145.00
270,00
450.00
900.00

$ s

N/A

38.10
3B.10
95.25

190.50
304.80
809.80
952.50

1.905.00
3,810.00

20.80
20.60
50 .25

105.50
159.80
339.60
502.50

1_005.00
NlA

Commodity Rate Charges '
Rate Block

Potable Water- All Meter Sizes and Classes (In 1,0D0's of Gallons] Present Proposed Present

Volumetric charge (per 1,ooo gallons)

Proposed Change

Tier One Breakover
Tier Two Breakuver
Tier Three Breakover
Tier Four Breakover
Tier Five Elreakovar
Tier Six Breakover

12
999,999,999

N/A
NIA
NIA
NIA

1
5

10
l a
25

999,999,999

s 41 o
5.25

N/A
N/A
NJA
N/A

$ 1.00
2.45
2.70
3.25
3.93
4.sB

varies
varies
varies
varies
varies
varies

Construction/Siandpipe
Tier one Breakover
Tier Two Breakover
Tier Three Breakover
Tier Four Breakover
Tier Five Breakovef
Tier Six Breakover

999,999,999
NIA
N:A
NIA
NrA
Nl'A

1
5

10
18
25

999,999,999

s 4 1 0
NIA
NIA
NIA
NIA
NrA

s 1 .00
2.45
2.70
3.25
3.93
4.88

varies
varies
varies
varies
varies
varies

All Meter Sizes Ami Classes
Conservation Rebate Threshold ("CBT")
Cnmmodily rate rebale applied if consumption is below the CBT:

NrA
NJA

7,001 gallons
49%

Service Line & Meter Installation Changes 1 Present Proposed

$ $

2" Compound

3" Compound

4" Compound

6" Compound

4a5.m
485.00
579.00
775,00

1,Qoo.oo
1,900.00
2,490oo
2,490,00
3,815.00
3,615.00
6,810.00
6,810.00
N/A
NIA

500.00
700.00
810.00

1,075.00
1,B75.DlJ
2,720.00
2,715.00
3,71D,0[]
4,1BD.00
5,315.00
7,235.00
9,250.00
Cost
Cost

115.00
215.00
240.00
300.00
(25.00)
820,00
225.00

1 .220.00
545.00

1 ,700.00
425.00

z,440.00
NIA
N/A8" Compound

Costs for boring under highway or pavement are additional at cost Cost Cos!

Miscellaneous Service Charges Preserzl Proposed

$ 30,00
45.00

s 50 00
100.00

* *

30.00
N/A

Establishment of Semite
Establishment of Service (After Hours)
Re-establishment of Service (Within 12 Months)
Reconnection of Service (Delinquent)
Reconnection of Service - After Hours (Delinquent)
Meier Move el Customer Request
After Hours Service Charge, Per Hour

75.00
100.00

Per AAC R14-2-405.B.5
50.00

Meier Re-Read (H Correct)
Meter Test Fee (If Curved)

20.00

Late Payment Charge (Per Month)
Deferred Payment Charge (Per Month)

$
1500

3.00
1.50%

30.00
50.00
30.00

Greater of 1.5% or $5.00
Greater of 1.5% or $3.50

Number of Months DH System times the monthly minimum perA.A.c, R14-2-4Cl3(D).
Cost to include pans, labor, overhead and all applicable taxes.
Per A.A.c. 914-2-403(B).

Change

$



Global Water - Wes! Valley Consolidation - Rebuttal Schedules
Test year Ended December 31, 2008
Typical Bill Analysis

Schedule H-4

Description

Average
Monthly

consumption
Present
Rates

Unconsol.
Proposed

Rates

Unconsd,
%

Increase

Consolidated
P reposed

Rates

Consolidated
Proposed Increase

Amount %

5/8" Residential, TD
3/4" Residential, TD
1" Residential, TD
2" Residential, TD
sis" Commercial, TD
3/4" Commercial, TD
1" Commercial, To
1.5" Commercial, TD
2" Commercial, TD
3" Commercial, TD
4" Commercial, TD
6" Commercial, TD
5/8" Irrigation, TD
1" Irrigation, TD
1.5" Irrigation, TD
2" Irrigation, TD
6" Irrigation, TD
5/8" HOA, TD
1" HOA, TD
1.5" HOA, TD
2" HOA, TD
3" HOA, TD
2" Construction, TD
3" Construction, TD
4" Construction, TD
8" Construction, TD
5/a" Residential, GOD
3/4" Residential, GBD
1" Residential, GOD
5/B" Commercial, GBD
1" HOA, GBD
2" Construction, GBD
5/8" Residential, GT
3/4" Residential, GT
1" Residential, GT
1,5" Residential, GT
5/8" Commercial, GT
1" Commercial, GT
1.5" Commercial, GT
6" Commercial, GT
2" Irrigation, GT
3" Irrigation, GT
2" Construction, GT

s,a17
4,925
7,715

84,575
9,009
5.857

64,5s1
62,029

162.979
154,432

1,333
a,08o

70,022
93,583

126,886
1B8,826

2,185
151,019
47,345

141,264
195,393
770,100
184,112
99,500
33,050

315,900
9,usa

10,239
9,740
7,257
6,417

659,500
7.346
9,000
e,s98

25,557
7,852

14,889
14,778

$ 29.64
29.08
59.57

387.74
38.77
31.75

222.12
252.40
611.12
566.68
703.81
708.58
213.26
305.15
437.90
627.84
7D7,97
444.92
172,91
479.02
70382

2,427,49
B71 as
509.57
794.52

1,603.47
40.94
44.15
6B.7':̀ !
35.98
57.65

2,611.50
47.52
50.30
73.28

205.95
49,59

109,37
148,78
900.00

1,597.23
353,76
314.68

$ 39.97
39.14

104.02
599.58
53.97
40.01

319.79
397.57
927.61

1,174.51
884.45

1,769.63
289.74
4.1.73
669.97
952.17

1,759.45
B29.93
247.52
730.36

1,063.75
3,760.32
11:16.37

943.80
982.86

4,822.08
51.61
54.41

103.03
41.07
89.87

2,996.22
99.83

128.00
209.38
764.48
126.22
342.72
528.44

3,750.00
9,151.85
1,41B.71
1,460.11

34.9%
34.6%
74.6%
54.5%
39.2%
26.0%
44.0%
57.5%
51.8%
78.2%
25.7%

149.7%
35.9%
44.8%
53.0%
51 .7%

149.9%
415%
43.2%
52.5%
51.1%
54.9%
51.3%
B5.2%
23.7%

200.7%
26.1%
23.2%
54.3%
14.1%
55.9%
14.7%

109.7%
154.5%
185.7%
271.2%
154.0%
213.4%
255.2%
316.7%
439.2%
301 .0%
354.0%

s 4473
4351

113,38
674.80

59.72
44.79

36807
449.01

1,055.95
11319.04

953.43
1,908.01

335.62
507.75
765.52

1,084.48
1,907.74

730.88
282.10
B35.58

1,214.13
4,323.50
1,159.08
1,050.97
1,059.59
5,307410

59.B8
53.18

118.85
55.02

10271
3,479.45

55.23
57.00

103.37
271 CB
56.60

135.44
230.33

1,905.00
1,716.27

662.19
462.58

$ 15.10
14.43
53.82

287.08
20.86
13.04

143.95
198.81
444.83
652.36
249.51

1,199.43
122.35
202.60
327.62
455.54

1,193.77
285.97
109.20
356.66
510.30

1,896.01
487.52
541.40
275.07

3,703.93
18.95
19.02
52.06
19.04
45.06

857.96
7,62
6.70

30.09
s5.et
6.91

26.07
8-1.54

1,005.00
19.04

305.43
147.59

50.94%
49.61 *vo
90.35%
74.03%
54.06%
41 .0S° /o
54.81 %
77.39%
72.79%
97.85%
35.47%

169.27%
57.37%
66.39%
74.82%
72.73%

1B9.47%
64.27%
63.15%
74.46%
72.50%
78. 11%
72.59%

106.25%
34.62%

230.99%
46.28%
43.07%
77.96%
52.90%
78.17%
33.24%
15.99%
13.32%
41 .06%
31 .86%
13.90%
23.84%
54.81%

1 11.67%
1.12%

87.19%
47.00%

298,292
18,583
41,386

TD - Valencia, Town District
GBD Valencia, Greater Euckeye District
GT - WUGT
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1 1. Introduction.

2 r

3 Q- Please state your name and business address.

4 My name is Graham S. Simmonds. My business address is 21410 North 19'*' Avenue,

5 Suite 201, Phoenix, Arizona 85027.

6

7 Q- By whom are you employed and what is your position?

8

9

10

11

I am Senior Vice President and Chief Technical Officer for Global Water Management,

LLC ("Global Management"). Global Management manages all of the Global Utilities,

'Including Palo Verde Utilities Company ("Palo Verde") and Santa Cruz Water Company

("Santa Cruz"). For the purposes of this testimony, "Global Water", "Global Utilities",

"Global Parent" and "Global Management" have the same definitions given in Mr. HilTs12

testimony.13

14

15

16

Q- Please describe your education,background and experience.

17

18

19

20

21

22

23

I graduated from the University of Toronto with a Bachelors of Applied Science in

Mechanical Engineering in 1985. I then joined the Canadian Navy in 1986, where I

pursued post-graduate studies at the Royal Naval Engineering College in Plymouth,

England. I served as the Deputy Engineering Officer in HMCS Annapolis from 1989

through 1991. Subsequent to that assignment; I became the Equipment Health Monitoring

Officer for the Naval Engineering Unit Pacific, where I was responsible for condition-

based maintenance assessments for all equipment used in west coast ships, as well as

performing pre~ arid post-refit trials.

24

25

26

27

A.

A.

A.

In 1995, I left the Canadian Navy and became a partner and Director of Operations for

Hill, Murray & Associates, a design-build firm specializing in water reclamation facilities.

In 2001, I joined Algonquin Water Resources of America as Vice President of Engineering



1

2

3

4

5

and Operations, responsible for the day-to-day operation of its utilities, including

regulatory filings, growth management, plant operations and capital project planning and

execution. Finally, I joined Global Water Resources as a Senior Vice President of

Operations and Compliance in 2003. In 2007, I became theChief Technical Officer and

Senior Vice President of Regulatory Affairs and Compliance. I have been in the water,

wastewater, and recycled water service business for .over 14 years.6

7

8 Q- What topics will your testimony address?

9 I will cover the following topics :

10

11

I explain our approach to regional, conservation-focused, efficient h raswcture

and testify that our facilities are "used and useful."

I introduce Global Water's Green Billing program, and describe its economic and12

13 environmental benefits.

14 I

15

16

17

18

19 •

20

21

sponsor our study of the benefits of using renewable energy to power water

recycling plants .

I describe thebenefits of consolidation by looking at our experience in taking over

small, poorly designed water utilities, and how we were able to make dramatic

improvements in these systems.

I explain our innovative proposed rate design, which promotes conservation and

creates substantial incentives for customers to conserve (i.e. reduce their usage).

present our proposed changes to service fees and tariffs .

22

23 II. The Global Utilities' infrastructure.

24

25 A. Total Water Management.

26

27

A.

11



1 Q- What is Global Water's approach to infrastructure?

2 Whenever possible, we install regional infrastructure for water, wastewater, and recycled

water based on our Total Water Management concept.3

4

5 Q- Why is this type of regionalinfrastructure so important?

6 There are two core concepts that drive Global Water's belief in the importance of regional

7 infrastructure:

8

9

10

11

12

13

14

15

Regional infrastructure promotesconservation. To achieve significant

conservation, appropriate infrastructure needs to be in place at the onset. It's just too

expensive to rip up streets after the fact and iNstall recycledwater l̀ nes. In our newer

service areas, we have achieved substantial reductions m groundwater use, as compared to

other utilities, though the use of recycled water as part of our Total Water Management

approach. But our older service areas do not have the opportunity to achieve these results ,

and in all likelihood, they never will. Infrastructure decisionsMade today will impact not

just the current generation, but future generations to come.

IiNrastmcture decisions must include consideration not16 Considerlong-term costs.

17

18

19
I

20

21

22

23

24

25

26

27

A.

A.

only of the upfront costs, but die long-term operations and maintenance costs. Up-front

costs are the costs of putting infrastructure in the ground today. But infrastructure

decisions made today often have a large impact on future operating and maintenance costs.

These long-term costs are ultimately passed on to customers in rates, so it is irnponant to

consider long-term costs in making infrastructure decisions. Typically, developers

consider only the up-front costs of infrastructure .-. because they aren't responsible for the

long-term costs. That's a rational decision on their part - but it leads to poor results in the

long term for customers. That's why developers shouldn't be allowed to control

infrastructure decisions as they often do today. Small utilities often make the same

decision to consider only up-front costs. In their case, it's because they often lack the

access to capital to build anything more than the bare minimum. But again, it's the



I

1 customers that suffer in the long tern. This is one of many reasons that consolidation of

2 A.rizona's many small utilities is a good idea.

3

4 Q, You mentionedTotal Water Management. What is i t?
I

5

6

7

8

9

10

11

12

Total Water Management is our philosophy of resource management. Its core concept is

the use of recycled water to reduce reliance or groundwater, surface water or other potable

water sources. It is a way that we can grow and maintain our quality of life while living

within our means in terms of water resources. It also recognizes that new sources of water

(the "next bucket" of water) are becoming ever-more expensive. There are supply-side

options available, such as desalination, but they are very expensive, and they are also very

energy intensive. The same goes for moving water from some distant source to Arizona.

The least expensive option for the "next bucket" is recycled water.

13

14

15

16

17

Total water management also emphasizes responsible use of all sources of water. For

example, in new service areas, the Global Utilities require developers to install desert

landscaping to a great extent, with strict limits on the use of turf even though recycled

water is available for irrigation. I

1 8

19

20

21

More information about Total Water Management can be found in our book,Tomi Water

Management: Resource Conservation i12 the Face of PopuZatio1z Growth and Water

Scarcity, which can be found at h1tp://www.gwregpwces.conYpdfltwmpdf

22

23 Q- How does Total Water Management relate to regional infrastructure"

24

25

26

We have always said that water conservation is not inexpensive. The infrastructure needed

for Total Water Management has a higher up-front cost than traditional systems .

Designing infrastructure on a regional basis allows us to design facilities of optimal size to

27

A.

A.

I



1

2

maximize economies of scale as a means of offsetting these costs. Building Total Water

Management on a small scale would simply be cost-prohibitive.

3
I

4 Q- You also mentioned the differences between old and new systems.

5

6

7

8

9

10

11

12

13

Yes. In old systems (Le. systems installed before Total Water Management), customers

use substantially more water. For example, in our earliest developments in Maricopa, all

of the water is supplied by the potable water system, regardless of its end use. As a result,

in 2008, in Rancho El Dorado Phases I and II, 62,19622.361 gallons of ground water were

supplied for the purposes of common area irrigation »-. or 1,909 gallons per dwelling unit

per month. If we look at Province, one of our newer areas where recycled water is used for

common area in-igation, a total of 157 gallons per dwelling unit per month of potable water

is used. So by providing recycled water under the Total Water Management practice, we

save 1,752 gallons per dwelling unit per month. Over 16,500 connections that is

346,896,000 gallons per year.14

15

16

17

18

19

20

Another example involves Valencia Water Company - Town Division. There we see

usage 10,573 gallons per dwelling unit per mon1;h3, compared to 9,038 gallons per month

per dwelling unit overall in Maricopa (including the old and new infrastructure areas).

That's a savings of 1,535 gallons per dwelling unit per monde. In Maricopa, at say 16,500

connections, that represents a savings of 25,328,000 gallons per month or 3033930,000

21 gallons per year.

22

23

24

In both cases, we see significantly more usage in the older systems( That greater usage

will continue indefinitely into ate future. Again, the infrastructure choices we make now

have long-lasting impacts.25

26

27

A.

1 Data in this section derived from billing records for the period Jan 2008 to Dec 2008.
2As of 31 December 2008, Santa Cruz had 16,668 coimections .
3 Data in this section derived from 2008 Water Use Data Sheets.



1 Q- But can't customers just use less"

2

3

4

The customers in our older service areas aren't any less conservation minded than the

customers in our newer areas. The real impact is that they are required to use potable

water for irrigation purposes. They use more as an overall average because they don't

have the infrastructure they need to conserve.5

6

7

8

9

There are some things that customers can do to use less. Shave assist later in this

testimony. But to achieve really significant reductions, the necessary infrastructure needs

to be in place.

10

11 Q.

12

Have other government bodies recognized the concepts behind Total~ Water

Management?

13

14

15

16

17

Yes. Both ADWR and ADEQ have been very supportive of our infrastructure and water

conservation practices. In addition, Global Water's Total Water Management philosophy

was a major reason the Cities of Maricopa and Casa Grande chose to enter into Public

Private Partnership (PP) agreements with Global Water. Further, it is a key element of

our agreement to collaboratively manage water resources with the Town of Buckeye.

18

19

20

21

22

The concepts of Total Water Management are also reflected in the Penal County Water

Resources Comprehensive Plan. This plan is a policy instrument designed to ensure;

water scarcity is managed properly and does not become a crisis. Penal County has

adopted the following policies:

23

24

25

26

OBJECTWE WI: Promote use of renewable Water supplies such as effluent

[recycled water], surface water and CAP water whenever feasible for all existing

and future development,

27

A.

A.

44



1

2

3

4

5

6

7

8

Policy W1.l Encourage compliance with Arizona Department of Water

Resources programs, rules and regulations for new developments.

Policy WL2 Encourage use of renewable resources for all water uses,

including municipal, industrial and agricultural.

Policy W1.3 Encourage water providers to become designated by ADWR.

Policy WL4 Encourage constriction of water treatment facilities for water

providers to utilize renewable water supplies .

Policy Wl.5 Encourage construction of wastewater treatment facilities to

sufficient standards to maximize potential reuse of treated effluent9

10

11 D

[recycled water].

Policy Wl.6 Encourage compliance will Arizona Department of

Environmental Quality for reuse of treated effluent [recycled water].12

13

14

Policy W1.7 Encourage the use of gray water for private residential use as

specified by ADEQ.

15

16

17

These policies, with their emphasis , on recycled water ("treated effluent") and

conservation, closely match our Total Water Management approach.

18

19 B. Regional Injifastructure.

20

21 Q- Will regional planning yield additional benefits like economies of scale?

22

23 Economies of Scale.

24

Yes. There are many practical benefits. For example:

Planning for facilities on a region-wide basis, versus a

development~to-development basis will allow Global Utilities to coordinate the

timing of constructing these facilities as development fills in throughout a certain25

26 area. As a result, the costs are shared by multiple developments for these regional

27

A.

facilities. Since do costs are spread across multiple developments and because the



4

1

2

facilities themselves are more efficient when designed as part of a regional plan,

economies of scale can be achieved. Regional planning also provides the following

additional benefits to water treatment and production, distribution and collection,3

4 and wastewater treatment

o

6

Phasing. Global Utilities can deploy water treatment infrastructure in a phased

approach to meet demand. Surface water treatment facilities can also be deployed

in a similar manner.7

8 Avoiding duplication and the excavation of infrastructure to support growth.

9 At an individual development scale, servicing is accomplished by providing sewer

mains in the order of 6" diameter and water mains on the order of 4" diameter. The10 I

11

12

13

14

15

16

17

Commission already anticipates the benefits of larger water infrastructure in AAC

R 14-2-406 (H)(2).4 The requirements for line sizes increase with the ultimate

build-out and demand. It is Global's policy to employ 16" water mains and 24"

sewer mains on section line alignments. Trunk mains and transmission lines are

larger still (36" to 48" for sewer trunk mains and 24" for water transmission lines).

The incremental costs of initial installationare small compared with the future

benefit conveyed.5 By choosing to install regional infrastructure now, we save the

18 ratepayers the future cost and disruption of having to exhume/replace or replicate

installed infrastructure. This reduces the number of miles of in-ground19

20 infrastructure and reduces the costs associated with operating and maintaining it.

21

22

23

24

25

26

27

'* R14-2-406. Main Extension Agreements
H. The size, design, type and quality of materials of the system, installed under Huts rule location
in the ground and die manner of installation, shall be specified by the Company, and shall be in
accord with the requirements of the Commission or other public agencies having authority
therein. The Company may install main extensions of any diameter meeting the requirements of
the Commission or any other public agencies having authority over the construction and
operation of the water system and mains, except individual main extensions, shall comply with
and conform to the following minimum specifications:

1. 150 p.s.i. working pressure rating and
2. 6" standard diameter.

5 The cost of excavating and replacing or duplicating the infrastructure in the future.

5

o



1

2

3

4

5

6

7 •

The cost difference between installing say a 16" main versus a 6" main really is

insignificant when considering material alone. By enforcing a regional plan where

all development is considered, substantial savings are made in the requirement for

retrofitting or duplicating existing pipeline infrastructure. For instance, Palo Verde

installs sewer trunk mains in the order of 48" in diameter -larger than required for

any single development but prudently installed in anticipation of short term growth.

Palo Verde can install recycled water lines and sewer linesSharing alignments.

8

9 Gravity Flow.

10

11

along the same alignments to save construction costs.

Regional planning maximizes the gravity potential for wastewater

collections systems - larger pipes at deeper depth will eliminate or at least

substantially reduce the number of lift stations scattered throughout the service

12. area. This saves on power costs, equipment costs, odor control costs and labor.

13 • No surprised neighbors.

14

15

16

Regional planning also eliminates the NIMBY (not in

my backyard) problem associated with the siting of water reclamation facilities. By

defining where and when treatment facilities are located before development

begins, physical setbacks can be assured, and appropriate development plans made

to reduce direct abutment of treatment facilities to residential areas.17

18 • Recycled Water.

19

Palo Verde can design and construct water reclamation facilities

to produce Class A+ recycled water that can then be reused for several purposes.

Because water must be treated and used locally to minimize transmission costs, we20

21

22

23

24

25

26

27

do not use massive 100+ million gallon per day (MGD) facilities to treat

wastewater. Were we to do that, the costs of transporting the water back for use

would be prohibitive. Rather, by using a "distributed" model of infrastructure

deployment, water transmission costs are minimized and the water is "made where

it is used". Notwithstanding, there are efficiencies that are gained through larger

scale facilities- efficiencies in power and equipment - that exist at the l MGD day

point over a 250,000 gallon per day facility. At Global Water we combine the



1 efficiency of medium~scale plants (1 to 10 MGD) with the water transmission

efficiency of localized treatment facilities.2

3 Standardization.

4

5

6 No pavement cuts.

Regional planning also naturally leads to standardization - of

treatment systems, of equipment, of training, of expertise. All of these have a

direct impact on the efficient operations of the utility.

Water, wastewater and recycled water recycled water lines can

7 be installed before roads are paved. This is an important reason why water

8 recycling becomes much more difficult if recycling infrastructure is not built at the

onset.9

10

11 Q- But isn't installing regionally-sealed infrastructure more expensive initially?

12 Yes. There's no doubt that installing a 16 inch water main or a 48 inch sewer main are

13

14

15

more expensive than installing a 4 inch water main or a 6 inch sewer. But considering

only up-front costs is a disservice to customers because it ignores long-temi Costs, as well

as public interest considerations, such as water conservation. Two elements should be

considered in deciding whether an infrastructure decision was prudent: ,16

17

18 What the goal of public utility infrastructure is, and

The total effect of infrastructure decisions19

20

21

22

23

The public interest requires considering more than just the up-front costs of infrastructure.

To make infrastructure decisions, first you have to know what your goal is, If the goal iS

conserving resources and providing utility service in a safe, reliable, and affordable manner

then it makes sense to ensure that we can deliver it to all areas in the most economical way24

25

26

possible. The infrastructure decisions we make today can either allow us the opportunity

to manage water scarcity in the future, or constrain future generations to high water use in

27

A.



1 perpetuity - and the ability of a utility to provide reliable and affordable service in those

scenarios is radically different.2

3

4

5

6

7

8

Moreover, the total effect of our infrastructure choices must be considered - both up front

costs and long term costs. By consolidating responsibility for utility-service the

Commission can ensure that economies of scale and scope are considered. Global Water

believes that the tendency of small water and wastewater companies to rely on developer-

emplaced infrastructure (designed and built to serve only the developer's community)

contradicts this goal.9

10

11

12

13

14

A developer would rationally choose to emplace the smallest lines his development needs

- ignoring the long-term demands of the surrounding areas. The Commission is very

familiar wide small utilities that have numerous service lines to areas, each line built by a

developer for his own development, the result being utilities are forced to maintain several

sets of lines in the same geographic area.15

16

17 Q- Can you explain that further?

18

19

20

21

22
I

23

24

Let's look at two examples: Global Water - Santa Cruz Water Company (Santa Cnlz) and

Valencia Water Company (Valencia). Both of these utilities were at the vanguard of

growth and expansion from the period of 2003 to 2007. One utility, Santa Cruz, together

with its sister utility, Palo Verde, provides regionally planned and integrated infrastructure

- including wastewater and recycled water. The other, Valencia, took a back seat in the

planning process, and allowed developers to install only the infrastructure required for

their specific developments .

25

26 The result is that Valencia is a fragmented, uncoordinated system that is subject to

27

A.

increased operating costs and higher water consumption. Further, all water - regardless of



1

2

3

4

5

6

its final disposition or use -- is required to be treated for arsenic removal. For example,

water that is used to irrigate landscaping or wash cars goes through the same expensive

arsenic treatment process as water intended for human consumption. The distribution

system is an amalgamation of individual systems that often fight each other in maintaining

pressure. Indeed, in some cases, water is pumped four titnesé before it gets to the

customer. In the Santa Cruz service area, large regionally scaled distribution centers

'7 consolidate: treatment and distribution.

8

9

10

11

12

The differences today are dramatic. However, those differences will increase annually

from now on. The inf1.ast1'L1eture decisions made at the start of the growth period have

eliminated the opportunity for Valencia to implement a consolidated water conservation

and management pro gram.

13

14. Q- Can you provide specific examples of the long-run differences between those utilities?

15

16

Certainly. The following graphs show the dramatic impact that regional planning can have

on the long-term health of a utility.
I

I
I

17

18
The following graph shows the differences in power costs associated with Valencia Water

19
Company . Town Division and Global Water - Santa Cruz Water Company, normalized to

20 a per-conllection metric. Due to the many EPDS7 points (six to serve Valencia's 5,400

21 connections versus one to service Santa Cruz's 16,500 connections), many more pumps of

22 lower cap city are operated to meet the demand.

23 *

24

1

25

26

27

6 Water must be removed from the ground, pumped to one storage facility, then pumped to another
storage facility before it is finally pumped out the customer. .
7 EPDS : Entry Point to the Distribution System. An EPDS is the point at which water enters the
distribution system and must meet the requirements of the Safe Drinking Water Act.

A.
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As we know, power costs are escalating in Arizona and across the country. The fact that

15 1 .

16
Valencia's power consumption per connection is twice that of Santa Cruz means that the

17
customers will face continuing pressure to compensate for those increases.

18

19 The effect is equally apparent when we consider consumables (chemicals, supplies,

20 treatment media). The following graph compares the consumables costs pet connection for

21
Valencia and Santa Cruz. Due ro Valencia's reliance on ArsenXnp as a treatment

22
methodology, and the fact that there are szbc treatment systems, the consumable costs are

23

24
more than four times that of Santa Cruz, which uses blending as a means of achieving

25 compliance with the arsenic MCL.

26
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One very interesting aspect of this graph is the large jump seen as the utility moved into

16 the last half of 2008. This jump is due to the breakthrough of arsenic through the

ArseuXnp media. This breakthrough required that the media be removed and regenerated17

18

19

at a very high cost.

20

21

22

23

24

Finally, the last graph (below) demonstrates that a regional approach not only saves water,

power, and consumables, but has a dramatic impact on the labor costs associated with

operating the utility. In this ease, Valellcia's labor costs are twice those costs experienced

at Santa Cruz. This is unavoidable as a result of the prior owners' piecemeal approach to

development.25

26

27
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15

16 Q- Are the differences noticeable from a resource standpoint?

17 Yes. If we look at the overall water consumption patterns for the period November 2007

18

19

to October 2008, the average water consumption per dwelling unit in Valencia is l698%

higher than in the Santa Cruz service areas That does not sound like a lot, but it

20

21

22

represents 285,510,000 gallons of water over the course of a year in Santa Cruz. 16.98% is

a massive difference and a permanent feature of the communities - Maricopa will always

have lower consumption per dwelling unit.

23

24

25

26

27

A.

B Average consumption in Valencia = 10,573 gallons per dwelling unit per month. Average
consumption in Santa Cruz = 9,038 gallons per dwelling unit per month (data for the period
December 2007 to December 2008). These figures include all consumption with the exception of
construction water .-. a highly variable and non-permanent water use.

I
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1 Q- What are some other issues associated with non-regional infrastructure?

2 The primary trade-offs in infrastructure decisions are not end~of-pipe quality. In all cases,

3

4

ADEQ will require demonstration that the systems can meet the required quality. ADEQ,

however, does not mandate efficiency.

5

6

7

8

9

10

11

For example, all wastewater treatment facilities will be driven to produce A+ recycled

water under die requirement to demonstrate best available demonstrated control

technology. All drinking water systems will be required to demonstrate compliance with

the Safe Drinking Water Act (SDWA). The key differences between developer provided

infrastructure and a regional approach to infrastructure will be the method through which

the goal is achieved.

12

13

14

The primary trade off in infrastructure decisions is up-front capital costs versus long term

operating costs and long term opportunities to effectuate conservation;

15

16 Q. Please explain the Global Utilities' approach to reliability.

17 A. Reliability is the probability that a system will perform its function when required. In

18

19

order to increase reliability in the design/construction phase, a number of techniques are

employed: redundancy (active and passive), inclusion of operational and design safety

factors, relying 011 sufficient source water analyses etc.20

21

22

23

24

25

26

In the case of a least-cost solution, it is not uncommon for active redundancy (that is,

duplicated equipment on stand-by) to be eliminated 'm favor of a repaN-by-replacement

philosophy. When flows are significantly lower than design capacity, the impact of this

choice is not immediately noticeable. Similarly, developing a design that is at the edge of

the envelope in terms of reaction kinetics (and thereby reducing the amount of tankage or

27

A.

9 Reaction kinetics describe the biological and chemical reactions that take place in a treatment
system, and are described by mathematical relationships between various parameters.



1

2

3

4

5

6

'1

8

size of pumps or size of blowers) will not have immediate impacts, but will significantly

impact the operation of the system as it approaches die design flows. It is very common

that least-cost solutions do not achieve their design flows. Matheznatically from an

individual component perspective they can be shown to work, in practice, however, they

are effectively De-rated - in some cases by as much as 25% simply as a result of the

bottlenecks designed into die system as a whole. In part, each system can be shown to be

"designed" correctly. In operation, when interconnected to odder systems, the result is that

the overall project is limited.

9

10

11

12

13

14

The original Palo Verde Utilities Company 1.0 MGD water reclamation facility was

constructed under the developer mentality, prior to Global Parent acquiring ownership of

Palo Verde, In its early stages of operation, there was sufficient flexibility in the systems

operations to allow for work-around solutions when failures occurred, As flows

approached 0.75 MGD, that flexibility in operations had been consumed. The result was a

plant that experienced several periods of instability. It was not until a Global-driven re-

design and eonstructioli/commissioning of the second phase that stability was achieved.

15

16

17

18

19

20

As another example, West Maricopa Combine allowed developers to specify the scale and

location of facilities. As a result, the Valencia Water Company - Town Division has 6

EPDS points and 6 treatment systems. The abdication of the utility in aNs case to the

developer for teclmical specifications has resulted in an increased direct operating cost.21

22

23 Q. Please explain theGlobal Utilities' approach to Operational Availability.

24

25

26

Operational Availability is the percentage of time that a system is able to perform its

function. That is, when called upon to operate, the system or equipment correctly executes

its job - or is available to perform its function. In systems with a high operational

27

A.



1 ¢

2

availability, the designs allow for failures and thus provide secondary or redundant

components, and allow for routine maintenance without shutting down systems.

3

4

5

6

7

8

9

10

In order to increase Operational Availability, active redundancy is a must. Not only in

large process equipment (pumps, blowers etc), but at all single-points-of~failure. Ilrave

seen a 2.0 MGD state-of-the-art facility completely shut down, threatening a large-scale

release of raw wastewater, due to the failure of a 120V single phase circuit breaker

controlling power to a single pressure switch. Eliminating single-point-of-failure

conditions is an expensive proposition -. one with no direct impact on the "approvability"

of the design, but with tremendous impact on Lhe operation and efficiency of die system.

11

12 Q- Please explain the Global Utilities approach to Maintainability.

13 Maintainability is the ability to restore a system or component to operational status. In

14

15

16

17

order to achieve a high level of maintainability, enough room must be provided around

equipment (requiring larger buildings), equipment removal routes must be provided

(increasing construction costs), .pumping systems must be operated "on their curve" to

eliminate capitation and energy losses (requiring direct matching of pumps and system

curveslw All of these cost additional dollars,18

19

20

21

22

23

24

25

26

27

10 The capacity and pressure needs of any system can be defined with the help of a graph called a
system curve. Similarly the capacity vs. pressure variation graph for a particular pump defines its
characteristic pump performance curve. Pump suppliers try to match the system curve supplied by
the user with a pump curve that satisfies these needs as closely as possible. A pumping system
operates where the pump curve and the system resistance curve intersect. The intersection of the
two curves defines the operating point of both pump and process. However, it is impossible for
one operating point to meet all desired op eating conditions. For example, when the discharge
valve is throttled, the system resistance curve shifts left and so does the operating point.
Operating "off the curve" means that the pulnp's most efficient operating point is compromised.

I
I

A.
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The provision of a submersible pump with an unreliable removal mechanism, or one that

fails when activated is a sign of poor Material selection and design, and is a hallmark of

developer provided iiNrastrucmre, Employing high quality stainless steel materials, and

providing cranes to remove pumps is expensive, and is often "written out" of design

specifications when one is only concerned with a least-cost solution. This is precisely the

condition at the Groves and McDavid lift stations - provided by developers for the 387

Wastewater irnprovementDistrict. We subsequently acquired the 387 assets, and as a

result we are stuck with the poorly-designed lift stations.

9

10 Q, Please explain the Global Utilities approach to Control and Instrumentation.

12

Instrumentation is expensive. Developing, testing and deploying advanced control systems

based on the inputs of instrumentation is also expensive. As a result, developer-derived

13

14 V

15

16

I

17

18

19

20

21

22

23

24

25

26

27 Figure D.01: Typical system and pump perfonnancc curves
Adapted fromhttp:Hwww.che_resourccs.com1"ccl1t1'ifuga1purr1ps5,shtml accessed 21 December
2008

A.



1

2

3

4

systems typically lack any automation and control. Operators are forced to operate

systems without direct feedback, and are not provided any information dirt can help them

diagnose problems. All of this impacts the utility's efficiency and long term costs. Thus,

although installing instrumentation is expense, in the long-term, it's with it.

5

6

7

Further, SCADA systems designed to allow for automated/autonomous control and remote

control are also expensive. Thus, developers do not install these systems when they

control infrastructure decisions. But SCADA systems are a key to lowering operating cost8

9 and efficiently using employees.

10

11 Q~ Please explain how developers often approach efficiency.

12

13

14

15

16

17

18

19

20

Very often, in pumping systems in particular, a pump is purposely driven off its curve to

meet the needs of a system. Rather than allowing for variable frequency drives to maintain

the pump on its curve, developers will use across-the-line starters. This has dramatic

effects on the cost of power to run the system. la some systems, pumps are oversized and

capacity control is achieved through throttling of discharge flows. This artificially

increases the head (pressure) against which the pump operates and reduces flow.

However, this strategy drives. up power consumption because in effect one is operating at a

higher pressure to decrease Hows. A much more efficient (albeit expensive) way to effect

this control is through variable speed drives where the speed of the pump is reduced to

reduce flow. When such drives are used, reduced How results in reduced power21

22 consumption.

23

24

25

26

27

A.

Efficiency is also embodied in commonality of equipment. with various developers

providing different systems with different components, commonality is lost. The utility is

then burdened with knowing, operating and maintaining and supplying spares for a number

of unique systems. This has direct impact on the efficiency of the operations staff.



1

2

In addition, as mc developer will not be operating these systems, the amount of labor

required to run them is discounted to zero - a fatal flaw in any design.

3

4 Q- What does that mean from a physical infrastructure program?

5 It means that the utility must take a proactive interest in the infrastructure deployment. But

6

7

8

it also means that we must plan and deploy infrastructure that is designed for future use.

The utility, which operates the infrastructure for the benefit of the consumer, cannot

abdicate responsibility for the design and plamiing of those systems. The utility must be in

charge of the infrastructure j9'om the very initial stages ofa'eszlglz and plafefzizzg.9

10

11 Used and Useful.

12

13

14

Q~ Does that mean that in some cases the infrastructure constructed may exceed the

current operational need?

15 Yes, there is a high potential for "regional infrastructure" to be beyond the current demand.

16

17 Q- Should that plant then be disallowed, and not be consideredused and useful?

18 A. l

19 I

20

21

22

23

That's a penalty and a disincentive to regional planning and resource conservation. If the

utility is being penalized for planning for the future, then logically the utility will not do it.

The consequence would be more infrastructure decisions like those of WMC, 387 and

other short~sighted utilities acid the costs to the consumer will be higher - both from a

dollar perspective mid from a resource perspective, that is it will cost more and conserve

less and will do so in perpetuity.

24

25

26

We 've always said that investment in conservation is not the cheapest axfrernarive.

However, we are ro ensure that the stare's water resources are not overwhelmed by

growth, these choices need ro be made.27

A.

A.

C.



1 Q- What about the case where plant is constructed andno oneshows up?

2

3

4

5

6

That is an interesting conundrum. We all understand that as utilities we do not make

growth happen, but only facilitate service to growth. We must understand, however, that

the decisions that we make today will set the stage for any water conken/ation activities in

rhefurure. That is: if wefail to make the correct decision today, we will eliminate the

opportuniryfor conservation in thefuture.

7

8

9

10

11
I

I

12

13

14

15

This was the primary concern which drove Global Water to create and utilize ICFAs -

these allow our investors to receive some coverage of their conying costs. As Mr. Hill and

Mr. Rowels explain this exact conundrum exists in the Maricopa area. The "Southwest

Area" of that region has over $32 million of plant that is unused. We built it because

developers had final plat approval and had requested service under the ACC rules, the

Cornrnission itself ordered us to have that plant ready. Noone foresaw a complete

collapse of the housing market. But from a long-run, regional planning perspective that

plant still snakes sense. It wasn't built for a specific developer's plan .-- so when growth

returns it will be able to meet its demand.16

17

18

19

20

21

22

We believe that growth will return to the State. The living conditions are ideal and the

demographic migration to warmer dimes will continue. By having set our communities up

for water conservation from an infrastructure perspective, that growth can be re-established

without compromising water resources. I indeed, our communities will continue to serve as

resource management icons. Infrastructure is Q18 investment in a sustainable future.

23

24 Q, W'hat other considerations should the Commission undertake with respect to used

25 and useful?

26 A. I think it is important that the Commission support resource management and the planning

and infrastructure deployment necessary to achieve it. It is also important that the27

A.



1 Commission understand that in most cases, this infrastructure was built in compliance with

2 Commission orders.

3

4 I believe dirt the Commission must also understand the conditions that existed at the time

5

6

7

8

9

10

iMrastrueture was deployed. Ultimately the benefits of Regional Planning should not be

driven by developers' projections but on the requirement to economically achieve service.

Infrastructure requirements are established early in the service delivery process. Planning,

designing, permitting and constructing infrastructure is a time intensive process. Triggers

for infrastructure are developed, and when reached infrastructure delivery is commenced.

Those triggers can be Mtemal or external.

11

12 There are a number of difficulties:

13

14

15

16

17

18

19

20

21 3.

22

23

24

25

26

Builders within any development may be in vastly different stages of development

at the time of request, thus adding to the unpredictability of the actual date of

readiness for completed infrastructure.

Due to the variability of the time from application to a Decision, the Utility is not

able to provide developers and builders with a "date certain" for provision of the

service -- developers know this, so often they request service years before houses

are constructed, as they in parallel move through the development process, at a

pace dictated largely by market conditions.

During die ACC review and sufficiency process, the Utility is continually pressed

to determine the status of development in the proposed service area in order to

allow staff to identify specific infrastructure and completion dates for permitting

and construction approvals. This is done without regard to die inevitable variability

in the market conditions that transpire during and after the CC&N process and to

the individual readiness of the developers who requested service, which varies due

to their own regulatory, financial, and permitting status .27

2.



I
I

1 4.

2

3

The Commission issues a Decision with Ordering Paragraphs requiring specific

completion dates for permitting and construction of'these specific infrastructure

projects l

4

5

6

7

As you can see, in many ways infrastructure timing decisions are not fully in the utility's

control. We are obligated to provide the vehicle for service. The question is only was it

"prudent" at the time?

8

How should prudence be defined?9 Q.

10 A-

I

11

From a rate making perspective, the question is whether dirt infrastructure was prudently

installed. Prudence can be defined" as:

12

13

14

15

16

17

18

A test used by regal atoms to evaluate the justification for particular corporate activities,

used for cost of service and price cap regulation. The test checks whether an investment or

outlay is reasonable based on principles of cost minimizing---hus promoting frugal

behavior by managers. It .should not be an after-the fact evaluation, but one that utilizes the

information available at the time of investment or outlay decisions, including expectations

about the future. However, the test does assess what managers should have known and

should have considered when they made the decision in question.19

20

21 The Commission's Lutes also define "prudently invested" as:

22 1. "Prudently invested" .... Investments which under ordinary circumstances

23

24

would be deemed reasonable and not dishonest or obviously wasteful. All investments

shall be presumed to have been prudently made, and such presumptions may be set

aside only by clear and convincing evidence that such investments were imprudent,25

26

27

11 http://wwwxegulationbodyofkncnwledge.org/glossary/define/Prudency'



1

2

3

4

5

when viewed in the light fall relevant conditions known or which in the exercise of

reasonable judgment should have been known, at the z'ime such investments weremade.

(Arizona Administrative Code, A.A.C. R14-2-103.A.3.L)(emphasis added)

Thus, the conditions that existed at the time of the decision to implement the i.nf1'astructure

are the parameters under which the decision should be evaluated.

6

7 Q, What about facilities that the Commission specifically orders the utility to build by

8 specific dates?

9 Such facilities are automatically prudent. It is always "reasonable" to comply with

10 Conzunissiou orders.

11

12 Q» Are there standard approaches to recognize additional capacity as a benefit for the

13 utility's customers"

14

15

Yes.  In  "The Pi g  in  the Python :  i s  Lumpy Capaci t y  Inv es tmen t  Used  and  U5@fuz?"'2 , the

premise is made that for electric utilities:

16

17

18

19

A utility's investment in seemingly excess capacity confers an immediate
option on consumers, an option having substantial economic value. In that
sense, excess capacity is a capital investment that not only is currently
used by the utility, but also is currently useful to consumers. Excess
capacity is a form of insurance for consumers to protect them when
demand unexpectedly surges, supply unexpectedly collapses, or both
occur simultaneously.

2 0
Further, this article also finds directbenefit 'm additional capacity:

21

2 2

23

24

25

Although at first glance it may appear otherwise, the avoidance of capacity
shortages is a benefit not different in principle from a direct financial
benefit, such as fuel-cost savings. Consumers clearly benefit if enough
additional capacity is provided to reduce the risk of shortages, because
shortages harm consumers. Provision against risk is a very tangible
product, and in some measure it is bought and sold in a market at prices
that are clearly observable. That is precisely the task that the insurance
industry performs .

26

27
12Th Pig in the Python: is Lumpy Capacity Investment Used and Useful? William J. Baumol, J.
Gregory Sidak, Energy Law Journal, Vol. 23, pp. 383899, 2002

A.

qs



I

1 Q- Is the issue especially pronounced in the water industry?

2 A.

3

4

5

Yes. Water and Wastewater utilities are subject to a harsher reality of used and us elul than

are electric utilities. Our products cannot be transported over vast distances, there is no

"spot market" through which one may acquire capacity on an interim basis, dire is no

hedge against a deflating housing market - capacity cannot be shifted elsewhere.

6

7 Q- What does that mean?

8 It means that we in the water and wastewater industry must always have physical capacity

available - we can't go get it from someone else. Our options are wholly limited by the

infrastructure we have installed.

9

10

11

12 Q- Based on these standards, is the plant reflected in the GlobalUtilities' balancesheet

"used and useful""13

14

15

16

17

18

Yes. It should be noted however, the Global Utilities are voluntarily foregoing the request

of (for this case) more than $32 million in plant from the rate bases of Palo Verde and

Santa Cruz. This plant was built for Palo Verde's and Santa Cruz's Southwest Service

Area. It includes Palo Verde's Southwest Water ReclaMation Facility and Santa Cruz' s

Southwest Water Treatment and Distribution Plant (Teitazzo). Mr. Hill and Mr. Rowell

discuss the removal of this plant in their testimony.19

20

21 IH. Global Water ' s green billing system.

22

23

24 A.

Q , What is Global Water's green billing system?

25

First and foremost, Global Green Billing is a conservation tool. It provides the necessary

near-real-time data required for the utility to effectively manage its water res ources3

26

27

Leak detection and lost water reduction

Pumped to Billed ratio monitoring

A.

A.

J
l



1

2

3

4

More importantly from a consumer perspective, Global Green Billing provides the

feedback necessary for consumers to manage their consumption by allowing access to data

at anytime during the month. So a customer can determine their usage against the Rebate

Threshold volume at any time, and make an adjustment to receive the volumetric rebate. I

5

6

7

8

By combining advanced meters, communications systems, and computerbased customer

care, Global Green Billing has the ancillary benefits of lower energy (gasoline) use and

lower paper use. It also reduces the long term costs of meter-reading and billing.

Q- Please describe the smart meters.

9

10

11 We use advanced wireless meters from Iron and Aclara. These meters transmit water use

12 information from the meter to Global Water's billing system multiple times per day. This

13

14

15

16

eliminates the need for a meter reader to drive around checking meters. This means a

smaller carbon footprint, lower energy costs for gasoline, and reduced labor costs as well.

In addition, because the billing information is updated frequently, our computers can detect

unusual spikes in usage, such as when a water pipe breaks in a customer's home or

business.17

18

19

20. A.

21

Q- Please describe the computer-based billing aspect of green billing.

22 I
l

23 I
I

24

Not all customers need, or want, a paper bit." We provide a number of electronic options

for customers to receive and pay their bill. Customers can review their bill, and make

payments, on the Global Water web-site. In addition, customers can chose automatic

deductions to pay dieir bills. And we also have kiosks with computers customers can use

to pay their bills .

25

26 M
I

27

i

A.

13 Note flat Global still provides monthly billing in accordance with AAC R14-2-409 (A) (1 )

i



1 Q- Please review the benefits of green bi l l ing.

2 A.

3

4

Green biumg lowers energy use, lowers costs (labor and fuel), and reduces use of paper.

Similar to Total Water Management, dlere are higher up-front costs to install the smart

meters and the electronic billing systems, but long term costs are lower.

5

6

7

8

9

10

11

12

Global Green Billing technologies have been combined to form an efficient billing and

reporting system. This platform has allowed for tighter control of operational expenses

and has increased the level of service through a number of capabilities:

Automated Meter Reading (AMR) improves the quality of data while reducing

expenses and environmental impact

Customer information System (CIS) streamlines billing and remittance operations

Integrated Voice Response (WR) system improves collections and reduces bad

debt13

14 l

15 I

16

17

18

19

20

A paperless environment reduces costs

Real-time data access enhances the customer experience

Automation simplifies customers payment and remittance operations

An array of reporting options provides timely, customized information on

customers, consumption and operations

Enhancing conservation by providing consumer feedback on consumption

Reducing lost water through leak detection

21

22 I

23

24

25

26

27



I.

1 IV. Renewable Enerzv.
I

2

3 Q-

4

Have you prepared an analysis of the benefits of using renewable energy at water

recycling facilities?

5

6

Yes. The study is entitled "The Energy and Water Efficiency Benefits of Distributed

Recycled Water Production Facilities" (Attachment Gss~l).

7

8

9 A.

Q- Please summarize your conclusions.

1 0

11

12

13

14

Recycling water achieves the lowest power per gallon metric from the perspective of

making water. So, the use of recycled water is, itself, a "demand side management" tool

because it is less energy intensive than potable water treatment But even so, power is a

significant expense in the recycling process, and power expense is subject to large

volatility. Water recycling facilities can therefore benefit from renewable energy projects,

Such projects can reduce purchased power expense and also increase reliability,

15

16 Q- Are the Global Utilities currently  cons idering  renewable energy projects?

17 Yes. The project is presently in the design-build process with grading scheduled to start in

mid-February 2009.18

19

2 0 Q- What do the Global Utilities request concerning renewable energy?

21

2 2

As detailed in Mr; Moe's testimony, the Global Utilities request a Distributed Renewable

Energy Recovery Tariff to fund renewable energy projects .

23

24

25

26

27

A.

A.

A.



1 v . Consolidation andsmall utility infrastructure.
I

2

3 Q- Have you been involved in the consolidation or acquisition of small utilities by larger

utilities?4

5 Yes, both at Algonquin and now at Global Water.

6

7 Q- What problems do small utilities create?

8

9

10

11

12

They present a number of problems. They sometimes fail and require an emergency

takeover by an "interim manager." We have met this need several times, as have other

large water utilities in Arizona. Even when they don't fail, they often lack management

know-how and technical expertise. And often they lack funds, forcing them to rely on

developers to pay for infrastructure. I have already detailed the negative long-term effects

of this approach, including specific examples involving Valencia Water Company.13

14

15 Mr. Hill and Mr. Rowels also discuss die problems of small water companies, and the

benefits of consolidation. So I will limit my remarks to infrastructure-related issues of16

17 small water companies _

18 r

19 Q. What infrastructure problems do small water companies have?

20

21

Small water companies often have poor existing Mfr structure. This is a combination of

poor infrastructure choices when projects are started, combined will poor maintenance.
W

22

23 Q- Can you provide an example?

24 Yes, Willow Valley Water Company is a good example. Global Water acquired this utility

in 2006 as part of the West Maricopa Combine transaction.

I

I

9

I

25

26

27

A.

A.

A.

A.



1 Q- Can you describe the Willow Valley system?

2 Yes, The Willow Valley system serves 1,500 connections in an area south of Bullhead

3 City on the banks of the Colorado River, The system uses groundwater to supply its

customers. Much of the system is decades old, in particular the distribution system.

5

6

7

8

The groundwater in the area suffers from elevated levels of iron and manganese that,

although they do not have Primary Drinking Water Standards under the Safe Drinking

Water Act, they are considered secondary contaminants for dteir aesthetic impacts.

9

10 Q- Can you describe what those aesthetic impacts are?

11 They take the font of:

12 Brown or "Tea" colored water,

13

14

15

Iron deposits in the water,

Clothing stains in laundry, and

Build-up of deposits on heating elements and cooling systems.

16

17

18

19

20

21

Brown or "Tea" colored water is common in the Mohave Valley area and is an aesthetic

condition that is caused by the increased amount of iron and manganese in the source

water. ken and manganese are two 'inorganic constituents that are commonly found in

drinking water at low concentration levels. In the Mohave Valley area, unique

hydrogeologic conditions make the source water susceptible to increased concentration

levels of both iron and manganese.22

23

24

25

26

27

"Brown" or "Tea" colored water can interfere with most cleaning tasks, from laundering

and dishwashing to bathing and personal grooming. Clothes laundered in brown water

may stain, particularly if additional household bleach or laundry soap with bleach is used.

Additionally, pool water may become browner with the addition of chlorine.

4

A.

'1 1



1 Q~ So the addition of chlorine exacerbates the color issue?

2

3

4

5

6

Yes. In the presence of an oxidizer such as chlorine, iron and manganese react to produce

a higher level of color, and precipitate or produce sediment. Chlorine, however, is a vital

component of system safety, ensuring that the water is free from microbiological

contaminants. The balance between microbiological contamination and aesthetic quality is

often tipped in favor of the protection provided by disinfection.

7

8

9

Q. Have the customers ever complained about the water aesthetics?

10

11

Most certainly. Before Global Water purchased Willow Valley, the utility had assuaged

customers in die past through issuing chemicals to customers for laundry use and reducing

the residual chlorine levels. They also flushed the system routinely to try to reduce the

color by moving the water out of the system.12

13

14 Q- How has Global Water differed"

15

16

17

18

Well, we certainly could not reduce the residual chlorine. In fact, we immediately

'increased it after the acquisition in response to positive total coliform results in the

distribution system. The additional chlorine caused further oxidation and precipitation of

the iron and manganese making the water darker. However, the safety benefits of

chlorination far outweighed the aesthetic issues.19

20

21
I

22
I

23

24

Once stabilized from a microbiological standpoint, we worked with ADEQ to develop a

new treatment system that would effectively reduce iron and manganese, and we held

public meetings on Me issue and the rectification plan. Customer updates were regularly

provided to customers through billing inserts and via our website.

25

26

27

A.

A.

A.

I



Constituent Previous levels

(mg/L)

New levels after treatment

(Ing/L)

Secondary Standard"

(m8/L)

Iron 1.1'7to 1.32 < 0.05 0.3

Manganese 1.18 to 1.24 < 0.02 0.05

l Q- Have those treatment systems been completed?

2

3

Yes. Iron and manganese levels have been drastically reduced and the water quality

improved considerably:

4

5

6

7

8

9

10 Q- Are there other operational issues related to iron and manganese"

11

12

13

14

Yes. After years of neglect, die distribution system piping is accreted with scale and

deposits. Some of those deposits re-dissolve into the water and re-color the water. In

addition, the deposits reduce the cross sectional area of the piping, restricting flow and

pressure. Further, the deposits reduce the accuracy of the meters by clogging and

interfering with the mechanisms .15

16

17 Q- What has Global done in response to these issues?

18

19

20

21

22

23

24

We continue to flush routinely. Plus we are embarking on a meter replacement program to

improve accuracy. We embarked on an aggressive and continuous public outreach

campaign. We hosted two town-hall meetings, we created a separate component on our

website for customers, we sent special notices inbills, and we made sure diet our Willow

Valley employees fully understood the issues and served as ambassadors to the

community, Copies of our bill inserts, website postings, town hall notice areincluded as

Attachment GSS-2.

25

26

27

14 National Secondary Drinking Water Regulations (NSDWRs or secondary standards) are non~
enforceable guidelines regulating contaminants that may cause cosmetic effects or aesthetic effects
in drinkirrg water. EPA recommends secondary standards to water systems but does not require
systems to comply.

A.

A.

A.

'21



1 Q. What are some of the other unique issues associated with this service area?

2

3

4

5

The system has been neglected and needs major renovation. Much of the distribution.

system piping is located in customers' back yards, and was not professionally installed.

This means there are a number of different piping materials employed, and in some cases

the pipe is not even pressure rated material.

6

7

8

We continue to repair these issues as we get time and resources, or if they result in a

system failure. Ultimately a large-scale distribution system replacement plan will be

9 required |

10

11 Q-

12

What improvements have been made to the Willow Valley system since the purchase

by Global Water?

13

14

Willow Valley completed the following projects:

Installed new chlorine injection systems that help ensure water is properly disinfected.

15

16

17

18

19

Installed auto-dialer alarm systems that notify our staff in the event there are

operational issues at our facilities. This helps prevent service outages,

Identified all existing water lines and performed Hydraulic Modeling to establish

distribution system performance, This assists in planning system improvements to

maximize benefits to the system as a whole.

Installed automatic flushing devices and operate an active flushing program to reduce20

21

22

the built up iron and manganese accretion in the water pipelines..

Completed the Unit 17 Water Distribution Center (WDC) Improvement Project. The

23

24

25

26

27

project included a new iron and manganese removal system along with a new water

source, and complete electrical/mechanical upgrades. These new facilities have

improved water clarity and reliability of service.

Completed the King Street WDC Improvement Project. The project included general

site improvements and upgrades to the existing iron and manganese removal system

A.

A.

'IA



1

2

and electrical/mechanical systems, The site will be used as support for the Unit 17

WDC in the King Street area and has also improved water clarity and reliability of

3 service.

4

5

6

7

8

Completed the Cimmaron WDC Improvement Project. The project included complete

site improvements and upgrades to the existing iron and manganese removal systems

and electricalfrnecllanicai systems. These rehabilitated facilities will improve water

clarity and service reliability for the Cimmaron Development.

Installed new control valves in strategic areas as to improve our ability to re-direct

water, isolate line breaks, and reduce the number of customers affected by failures.9

10

11

12

Ki addition, Willow Valley will continue ongoing Waterline Distribution System Projects

as needed. Willow Valley will continue to install new water mains, water line loops, and

install new valves where needed to improve water pressure and service reliability.13

14

15

16

Q- Wha t has been the total cost of these system improvements for Willow Valley?

17

To date, Global Water has invested $2,102,980 in improving water quality through new

treatment systems and infrastructure upgrades .

18

19 VI. Rate Design.

20

21 Q- What rate design are you proposing for Global Water - Santa Cruz Water Company

22

23

24

("Santa Cruz")?

We are proposing what we call "Rebate Threshold Rates". This rate structure incorporates

the following elements;

25

26
1.

2.

3.

A volumetric rebate,
Six volumetric rate tiers instead of three, and
Revenue decoupling via increased basic monthly service charge.27

A.

A.



1 Q. Can you please describe the general provisions of the Rebate Threshold Rates?

2 The Rebate Threshold Rate (RTR) structure is a conservation-incentiug rate design that

3 builds off of the three-tiered rate stlllcture commonly approved by the Commission. An

4

5

6

7

8

RTR structure truly drives conservation into water consumption and rewards customers for

eoliservation. People are motivated to conserve for a number of different reasons, a desire

to reduce resource consumption, a desire to CDI1SEI'V€ for fume generations, a desire to be

more socially and environmentally conscious, and to save money. While the majority of

the reasons to conserve are esoteric, a powerful tangible reason is a desire to reduce costs.

9

10

11

Global Water works to strengthen people's desire to conserve for altruistic reasons.

However, we recognize that at the household level, decisions are driven primarily on

economic factors. We derived the RTR to reflect these realities.12

13

14 In order to do that, we include a number of innovative structures :

15

16
1.

2.

3.17

A volumetric rebate,
Six volumetric tiers instead of three, and
Revenue decoupling via increased minimum charge.

18

19

20

21

This type of rate design meets the three core goals of revenue neutrality, equity and

conservation. With this design, lower use results in lower consumer costs while ensuring

the utility's finances remain sound. Further, it places the ultimate control of costs well

within the management capabilities of the consumer.

2.2

23
Q- Can you please explain these elements and the significance of each as it relates to

24
incepting conservation "

25
Certainly., I will explain them in the following order (1) volumetric rebate, (2) six tiers

26
system, (3) increased minimum charge.

27

A.

A.



1 Q- Please explain the Volumetric Rebate.

2

3

4

The volumetric rebate allows for residential customers who achieve real, immediate

reductions in water consumption to realize an immediate reduction in their volumetric

charges, This process works by establishing a Rebate Threshold volume. Any time a

customer achieves a consumption level below that of the Rebate Threshold, that customer5

6 is entitled to receive a reduction in volumetric charges (commodity charges). That

reduction is calculated for each utility and ranges from.45% to 65 %.7

8

9

10

11

In the design presented in this application, we have established the Rebate Threshold as

90% of the average residential consumption15 for the period NoVember2007 to October

2008. We believe that this represents a realistic goal, and indeed many of the residential

customers would qualify for this rebate in the Global Utilities service areas.

12

13

14

15

16

17

18

We anticipate that the Rebate Threshold would remain static between rate applications, and

allow people sufficient time to develop personal water management techniques and

practices to maximize their benefit. Global Water would also continue to provide positive

feedback on a customer' s attainment of the Rebate Threshold through information

contained in the bill, as well as providing best management practices for customers to

employ to attain the Rebate Threshold.

19

20 Q, Please explain the proposed six-tiered rate design.

21

22

23

Cornplimentiug the Volumetric Rebate, the six-tier rate design allows for customers to

manipulate their usage, even if they are not below the Rebate Threshold and still achieve

meaningful cost reductions .

24

25

26

27
is The Rebate Threshold consumption is die arithmetic average of the residential consumption,
rounded to the nearest 100 gallons, plus 1.

A.

A.



1

2

While tier design is usually subjective, the Global six-tired rare design allowsfor more

granularity between tiers. This allows customers to manage their own usage to mznmnze

their costs.3

4 la a three tier design, tiers are typically established with levels such as :

5
0 -. 3000 gallons

6

7
3001 - 10,000 gallons

8
10,001 and greater

9 The goal of the inverted tier rate is sound policy. The downside is that in limiting rate

10 design to three tiers, those tiers are by necessity broad, limiting Lhe ability for customers to

11
effect meaningful cost savings. This in turn means that customers lzavefewer

12
opportunities ro manage themselves ro a lower tier. T11e result is that there are fewer

13

14
opportunities for customers to realize a true cost saving, and hence the .incentive to

15
COHSEVVE wa n e s .

16

17 Q. How is a six-tier system different?

18

19

20

21

22

23

With a six-tier system, with the tiers established across what would be ejj"ective thresholds,

the customer has an opportunity, through active management, to drive his or her

consumption into a lower tier, and receive the benefit of the lower rare. Also with a six-

tier system, finer modifications to rates can be achieved, saving a customer money, and

reinforcing the conservation message. Under dlese circumstances the customer has greater

control over his or her billing - they can make small changes and move to a lower tier,
24

and therefore has greater control over his or her costs.
25

26

27

A.

I
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I

1 Q- Please explain the proposed monthly charge.

2
I

I

3

4

5

6

'1

The monthly charge allows the utility to effect meaningful, measurable and repeatable

resource conservation without the implosion of utility revenue. Historically, support for

conservation in the water utility business has been suspect. The utility knows that by

incepting its customers to use less, there is a real chance of revenue reduction, and even

potentially a conflict with used and useful doctrines as infrastructure may be seen as

"ulmecessary" in the context of a reduced demand.

8

g

10

11

12

13

14

15

16

17

Accordingly, to achieve conservation goals, we must break die cycle of selling more water.

We already know that water conservation is not inexpensive from an infrastructure

standpoint. By allowing for the recovery of fixed costs with a bias toward the monthly

minimum, we can achieve both goals. Clearly, if the bias is toward 100% cost recovery

via monthly minimum charges and no increasing commodity rate, there is no incentive to

conserve, Conversely, biasing rate structures to recover all costs via the commodity rate

creates a strong economic disincentive for the utility to promote water conservation. By

establishing a reasonable apportionment of costs to the monthly minimum and the

commodity costs, both goals are achieved.
I

18

19
J
I

20

21

22

23

24

25

26

27

A.
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Meter Size (inches) Monthly Fee

5/8 $32.68
% $32.68

1 $81.70

1% $163.40

2 $261.44

3 $522.88

4 $817.00

6 $1,634.00
. - -.

8 $3,268.00

From To Cost per 1000
gal lons

0 1000 $1.00

-1001 5000 $2.25

5001 10000 $2.50

10001 18000 $3.00

18001 25000 $3.58
25001 And greater $4.57

1 Q- Please explain Santa Cruz's proposed rate structure.

2 A.. Santa Cruz proposes the following rate structure16:

3 Base Rate:

4

5

6

7

8

9

10 Commodity Rates:
11

12

13

14

15

16

Rebate Threshold'
17

18
Monthly Usage < 7001 gallons per months results in a 65% reductimgjn volumetjc

19
charges.

20

21
This rate structure is calibrated to achieve the revenue requirement of $12,192,353 per year

for the utility.

23

24

25

2 6

27

se Note that the process described here is similar across all utilities in divs application.
17 This number is determined by taking all consumption by all residential accounts in the period
November 2007 to October 2008, removing those accounts with "zero" consumption, and
calculating the arithmetic average of that data set. The Rebate Threshold is proposed to remain
constant between rate applications in order to ensure that its efficacy can be measured, and that
our customers can establish their own water use management techniques and practices to meet and
maintain their consumption at or below the Rebate Threshold.

22

.4 f\



Parameter constraint Notes

Base Rate 5/8" Base Rate >= 0.50 x Revenue
Requirement -' Number of Accounts

The Base Rate for residential
meters is constrained by the
requirement to generate 50% of
the gross revenue. This number
represents the fact that the cost
of infrastructure for water and
wastewater utilities is very high
and the fixed costs of operating
the utility (billing, management,
administration etc) must also be

1 Q, Can you describe the method employed to determine these rates?

2 This discussion, although using Santa Cruz as an example, applies to all water utilities

included in this docket.3

4

5

6

7

8

Rate design is a non-trivial exercise. The number of interrelated parameters involved

rapidly outpaces the ability to perform these determinations inanuadly. Accordingly, we

have developed a model that reviews the historic consumption data by account, and

manipulates a number of parameters subject to certain constraints to derive a solution that

results in the required revenue.9

10

11 This model, using the Microsoft Excel Solver functions,

revenue from the historic consumption patterns of all customers .

is then run to derive the required

12

13

14 Q- Can you describe the constraints used in the model?

15

16

The model uses the following constraints:

1'1

18

19

20

21

22

23

24

25

26

27

A.

A.

is Solver is part of a suite of commands sometimes called what~if analysis tools. With Solver, you
can find an optimal value for a formula in one cell - called the target cell .--- on a worksheet.
Solver works with a group of cells that are related, either directly or indirectly, to the formula in
the target cell, Solver adjusts the values in the changing cells that you specify - called the
adjustable cells - to produce the result that you specify from the target cell formula. You can
apply constraints to restrict the values that Solver can use in the model, and the constraints can
refer to other cells that affect the target cell formula.



recovered.

5/8" Base Rate >: 0 Minimum value
5Th" Base Rate < = $75 Maximum value
8/4" Base Rate = 5/8" Base Rate

1" Base Rate = 2.5 x 5/8" Base Rate From AWWA C700 meter
standards defining peak ficaw
capabilities.

1.5" Base Rate = 2.0 x 1" Base Rate As above
2.0" Base Rate = 1.6 x 1.5" Base Rate As above
3" Base Rate = 2.0 X 2" Base Rate As above
4" Base Rate = 1.5625 x 3" Base Rate From original Santa Cruz rates
6" BaseRate = 2.0 x 4" Base Rate
8" Base Rate : 2.0 x 6" Base Rate

C ' mmodity
Rates

Tier 1 = $1.00 Tier 1 = 0 to 1000 gallons
Tie i < =$2.00

"Tie 2 >= 1.1 x Tier 1 Tier 2 = 1001 to 5000 gallons

Tier 2 <=$2.60
Tier 3 >= 1.1 x Tier 2 Tier 3 : 5001 to 10000 gallons
'Ear 4 >= 1.2 x Tier 3 Tier 4 : 10001 to 18000 gallons
Tier 5 > : 1.2 xTier4 Tier 5 = 18001 to 25000 gallons
Tier 6 >= 1.3 X Tier 5 Tier 6 > 25001 gallons

Rebate
Threshold

>: 45% Represents the portion of the
commodity consumption rebated
to the consumer if they achieve
consumption lower than the
annual average.

<=65 %

L

l

2

3

4

5

6

7

8

9

10

11

12

13

14

15

15

17 Q- Could it be argued that same of those constraints could be different"

18

19

20

21

22

23

Yes, but this is a combination of mathematical simulation and informed judgment that

derived those numbers. In fact we used this process to come within a few percentage

points of the required revenue. On completion of the simulation, we reviewed each rate

and manually corrected by rounding the numbers to achieve the final result consistent with

die financial schedule supplied in this application. It should be noted that the data sets

used to generate the first order result (Le the Microsoft Solver result) and the result

included in the schedules are slightly different. The differences are:24

25

26

27

The Microsoft Solver data set removed those accounts with "zero"

consumption. This was done to ensure the arithmetic average represented

actual homes consuming water to better approximate actual consumption.

A.

419
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New Hates
(charges 88'

month) °

$56.96
$37.11

Consumption
(gallons per

month)

|ans
(charges Er

month)8

ALL CLASSES

$4994
$38.17median MonthlvMedian Monthly 6,064

10,592

REéMENT1AL

AVG Monthly 7,768 $42.60 $49.60
$37.09Median Monthly 6,036 $38.09

N/A $37.93Monthly Charge if
eliglb(e for rebate

7,001
(90% of average

residential
consumption)

1 The time frame for the Microsoft Solver data set is November 2007 to October

2. 2008.

3 The schedules are based on standard Commission Bill Count practices.

4

5 Q- How will this affect the customer's costs?

6 | . 1 _ _, in. I..
-

7

8

9

10

11

12

13

14

15

16

Q- What is the impact of the Rate Design on consumers?

17

18

19
I

During the development of the rate design, we wanted to ensure dlat the conservation

benefits are real and achievable. As a result we decided that a rebate system would be best

suited for the application. While revenue requirement of S12,192,353 for Santa Cruz will

definitely require rate increases for our consumers, we have attempted to structure those

increases such that the impact is lessened for the average consumer.20

21

22 The average residential consumer 'm the Santa Cruz service area uses 7,768 gallons per unit

per mouth.2 This in itself is a very low number and is one of the lowest per capita water
23

24

25

26

27 19 Calculated from existing rates.
to Calculated from proposed rate tariff. A detailed calculation is shown later in this testimony.
21 Data set November 2007 to October 2008, ignoring units with "zero" usage

A.

»1»"l
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I
I

1
. . 22 . . . . . .

consumption Lm the state. When all water use is consldered (commerclal and 11° r1gat1011),
x

I

n I

2 the average consumption is 10,592 gallons per unit per day.

3

4

5

Under Santa Cruz' s exist'mg rates, the average residential customer would be charged;

Monthly Charge : $25 + (7768 100))+1000 x $2.60 = $42.60

6

7

8 Monthly Charge

Under the new rate stricture, the average residential customer would be charged :

_- $32.68 + (1000 x $1.00 + 4000 x $2.25 + 2768 x$2.50) +1000

: $49.609

10

11

12

13

While this is a significant increase, I think it is important to consider how the consumer in

this case can benefit from the Rebate Threshold. If this customer was able to reduce his or

her consumption by 10% and achieve the Rebate Threshold use of 7001 gallons, his or her

costs would be:14

15

16 Monthly Charge = $32.68 + (1000 x $1.00 + 4000 x $2.25 + 2001 X $2.50) +1000 x 0.35

: $37.9317 I

18

19

This savings occurs when a customer saves 770 gallons of water in a month.

20 Q- How easy is it for a customer to save 770 gallons?

21

22

First off, we should remind ourselves that 7,768 gallons per dwelling unit per month is 260

gallons per dwelling unit per day and that 770 gallons per month is 27 gallons per dwelling
I

23 unit per day. These measures are not water restrictions in any sense. One needs only to

look at Brisbane in Queensland, Australia to see what water restrictions are. In the depths

I

24 I

25
I

26

of an extreme drought, local water authorities limited consumption to 140 L per person per

day. That's 37 gallons per person per day, or 100 gallons per dwelling unit per day ..-. 40%
i
I

i

r

2.7

A.

2 . . . . . .
2 The 1mplementat1o11 of recycled water systems and land use guxdelmes has resulted Lm dramatic

reductions in water consumption for the community.

i
I



1
I

2

of our consumption in Santa Cruz (and much less than all other utilities in the state).

Under Queenslancfs Target 140 program, almost all outdoor usage of water is restricted,

3

4

5

6

In our case, we are not suggesting restrictions, but rather look for ways to incant

conservation. 770 gallons can be saved in many ways. This volume can be saved by

reducing outside use 10 minutes per day. Or by a number of other activities inc:Iuding23:

7

8

9

10

11

12

13

14

15

Save up to 1,000 gallons per month: Tum off the water while brushing your teeth
and shaving. ,

Save up to 250 gallons per month: Rinse fruit and veggies in a bowl of water
instead of under rurming waters

Save up to 1,000 gallons per month: Run your washing machine and dishwasher
only when full.

Repairing a dripping faucet can save up to 30 gallons per day.

Fix a toilet leak and you can save as much as 100 gallons of water per day.

Dripping showerhead can waste 75 to several hundred gallons of water a week,
depending on the size of the drip. .

Save up to 1,000 gallons per month: Limit showers to five rninuteSand install

watenefficient showerheads .

16

17

18

19

So there are numerous activities that Lhe homeowner can implement that will save water.

Further, it is Global Water's intention to provide feedback, guidance and support to our

customers in their conservation efforts. Such support will take the form of:

20 Educational materials delivered via our website and monthly invoices,

21

22

23

Courses on xeriscaping and desert vegetation,

Instruction on landscape irrigation, and

Feedback on their personal water use.

24

25

Other potential support may be available 'm the form of leak repair and water efficiency

fixture installation services. While this program is i11 its infancy, it will continue to grow

26 with the needs and des ires of our customers .

27

23 http:/iwww.chnepnrg/mo1°eInLfo/wate1 conservation _facts.htm, accessed 9 December 2008

.ac



1

2
4

3

The idea behind the Rebate Threshold is that by setting the standard, and providing

feedback on the attainment of that standard, the homeowner can benefit financially, When

people benefit financially they will be more motivated to conserve resources, and the

environment can benefit through reduced water withdrawals.4

5

6 Q- What is the overall impact of such a rate design"

7

8

9

10

11

12

We believe it is significant from a water conservation perspective. It also offers customers

the practical option of being able to manage their usage to achieve real reductions in costs .

The implementation of the Rebate Threshold allows for many people to receive reductions

in their monthly costs. In fact, we can demonstrate that a customer meeting the Rebate

Threshold in Santa Cruz can save $9.75 per month - or $117.04 per year. Further, by

doing so, low water users are encouraged. If all consumers could achieve the Rebate

Threshold, we could save 400,000,000 gallons of water annually.13

14

15 The following graph shows the impact of staying below the Rebate Threshold. The graph

also shows what the costs would be if no Rebate Threshold was included in the rate design.16

17

18

19

20

21

22

23

24

25

26

27

A.
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SCWC Rate Design Analysis

:
o

as

1-Vu
o

U

~---- Cost {ND Rebate)

• Cost(Rebate)

~l~94
a_iR

"RebateTt1 resold
(?CG1 8:"cns per
month)

l |

160

150

140

130

120

110

100

E 90

BD

7D

60

50

40

30

20

10

0

0 35000

I

4000010000500 15000 200' 25000 30000

Monthly Usage,gallons

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15
Q- Can people really be expected to benefit from such a design?

16

17

18

Absolutely. The costs of water increase dramatically as use increases. However, most

consumers in the area are already achieving the Rebate Threshold today -- and so would

receive the immediate bereft of the rebate.

19

20
Q- How many accounts would receive that benefit"

21

22

23

24

Our analysis indicates that for the 13 month period of October 2007 to Oct

abet 2008.24 95,855 of the 166, 294 invoices prepared by Santa Cruz had consumption

below the Rebate Threshold and under the new rate design would be entitled to the

volumetric rebate. So 57.6% of our accozmrs would be eligible.

25

26

27 24 Note that the applicability analysis was completed over a 13 month period, while the Rebate
Threshold was determ'med over a 12 month period from November 2007 to October 2008.
25 This analysis ignores connections that reported "zero" consumption during that period.

A.

A.
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1,
I

Ii1,i I llllllll Illl11I

1 The following graph demonstrates the distribution of accounts eligible for the Rebate. The

2 graph is a histogram of all residential, commercial, HOA and irrigation use in the Santa

3 Cruz service area for the period October 2007 to October 2008. With the results of the

4

5

model, the Rebate Threshold is determined as 7001 gallons per month. Those accounts

with consumption of less than 7000 gallons per month are eligible for the Rebate.

6

7 SCWC Distribution of Monthly Usage - Oct DO to Oct as
Eiigibiiityfor Rebate

8 10000 1
r

9

Accounts Eligible
for Rebate

10
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20

21
Q. But what happens if everyone achieves the Rebate Threshold?

22 Then we have succeeded. In reality this is not a likely scenario, but it does demonstrate the

23

24

need for increased revenue decoupling. We have looked at the impact to revenue if all

customers achieved the Rebate Threshold. In this case the revenue reverts to the fixed

25 component of the charge plus 35% of The volumetric charge for residential customers. We

26 estimate that would result in residential revenue reduction of approximately $1,500,000.

27

anno 'r
8

I

I
I
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Residential
Consumption

(gallons) as Modeled
(Nov 07 to Oct 08)

Residential
Consumption (gallons)

if the demand is
capped at Rebate

Threshold

I e to go ons

1,189,756,484 790,177,097 399,5793387

1 Q- Is that a significant amount?

2 Yes. But it is not likely that all customers will qualify for the discount. Nonetheless, we

3

4

5

6

7

8

are sensitive to the fact that our customers are impacted by today' s extraordinary economic

situation, and we believe it is important to provide ways to reduce the impact of the rate

increase 011 our customers' bills. Moreover, if all customers qualify for the rebate,

consumption levels would be lower, lowering pumping, treatment and other costs to some

extent. If all customers achieve the rebate level, it would represent an annual reduction"

of almost 400,000,000 gallons of water pumped from the ground, chlorinated, and

distributed to consumers :9

10

11

12

13

14

15

16

Q- How about expenses?

With the reduction of 400,000,000 gallons of consumption we expect that expense levels

17 would also reduce.

18

19 Q- Will the RTR apply to Commercial and industrial customers as well as to residential

20

21 A.

22

23

24

25

customers?

The RTR is primarily designed to provide a residential benefit. The Rebate Threshold is

determined on the basis of the average residential consumption. Indeed 72% of the water

that we sold in Santa Cruz for the period of November 2007 to October 2008 was

residential. However, commercial and industrial accounts that also reduce their

consumption below the Rebate Threshold would be eligible to receive the rebate.

26

27

26 This is based on the following assumptions from the data set November 2007 to October 2008,
ignoring units with "zero" consumption:

The maximum residential usage is capped at 7001 gallons per rnomh.
If the actual usage was less than 7001 gallons per month, then the actual usage was used.

I

A.

A.
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1 Q~ It appears that the costs of funding the Rebateare skewed to the large water

2 consumers.

3 A.

4

S

6

7

8

9

10

11

12

Yes this is true. The heavier users of water indeed pay more for that service.

Fundamentally I am opposed to subsidizing large water usage through smaller volumetric

charges, or with different rates. If water is water, and its production and service costs are

known, then each entity should pay for their consumption. Indeed, believe that in many

cases, large water users actually define a system's necessary capacity (and thus the cost of

the system's infrastructure.) If you consider that a large industrial consumer may demand

short periods of say 2000 gallons per minute, the water and infrastructure needs to he there

for that service. This is the equivalent of a peak hour flow from 3400 single family

dwellings. Notwithstanding that the flow may be intermittent, the infrastructure needs to

be dire, this is similar to how I understand Arizona's electric system operates, the peak

demand defines the system's capacity.13

14

15 Q- But what about those users that cannot reduce their consumption"

16

17

18

19

The incentive needs to be there for the options to exist. Internally re-using water or

switching to recycled water each allows for a reduction in costs. For those heavy irrigation

users, switching to more efficient irrigation practices, or more xeriscape will also allow for

a cost savings. The six tier rate design allows Consumers to manage water to their best

economic adv vantage .20

21

22

23

24

25

26

27

27 If the average annual demand from a single family dwelling is 250 gallons per day, the peak
hour flow can be calculated as follows :

1. Average Day Flow : 250 gallons per unit per day
. 2. Maximum Day Flow : 495 gallons per unit per day (250 x 1.8 + 10% for potential line

losses)
_ 3. Peak Hour Flow = 0.58 GPM per unit (1.7 x Max Day Flow)

A.
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I

1

2

3

For residential users (and for commercial and industrial users), the Six-Tiered System

allows for users to avoid reaching the higher cost water and it means that they are not

impossibly far away from the next lowest tier.

4

5

6

7

8

Q- In summary, can you describe the effects and benefits of the rate design as proposed?

All of the water rates in this application use the same process for determination. The

particulars for each utility are shown below. The details of these rates are also shown in

the attached schedules to this application.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
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1
Q-

2
Judging by the chart, Palo Verde is increasing rates more than the water utilities.

Can you explain this'
3

Yes. The rates for Palo Verde were designed using a standard methodology. In general it
4

5
can be shown that the costs of operating a wastewater utility typically exceed those of a

water utility, This fact is derived from several key elements:
6

7

8

9

The collection system, notionally analogous to the distribution system in a water

utility, is transporting solids and not liquids. The maintenance activities associated

with collections systems (cleaning, flushing, jetting etc) exceed water distribution
10

11

12

13

14

systems .

Wastewater infrastructure typically us es gravity to assist in transport requiring the

infrastructure to be buried deeper and harder to access .

Wastewater is biologically active. That means that its constituents change over

time and distance, and as a result it has the potential to generate corrosive and toxic
15

16
gases that cause deterioration of infrastructure.

Wastewater requires extensive treatment to make Class A+ recycled water
17

18

19

20 I

screening, grit removal, biological reduction, filtration and disinfection.

Wastewater produces residuals which must be dewatered and environmentally

disposed of. . .

Wastewater monitoring from a permit perspective is more intense.
21

22

23
As a result, we see that the operating costs associated with a wastewater utility (Palo

Verde) are greater than water utilities (Santa Cruz).
24

25

26

27

i
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1 VII. Changes to service and miscellaneous charges and tariffs.

2

3 Q- Please discuss the Global Utilities proposed changes to service and miscellaneous

4 charges and tariffs.

5

6

7

8

9

There are some significant operating costs associated did] running a utility that are not

addressed in the Colnmission's rules. The result is that the utility, lacking Commission

authority to address these issues, must absorb the costs. Further, there are some basic

charges that exist in standard tariffs that do not reflect current costs associated with

providing those services. This testimony describes those conditions, and proposes changes

for inclusion in the Global Utilities' tariffs.10

11

12 Meter Exchange Fee.

13

14 Q~ Please explain the proposed Meter Exchange Fee.

15

16

17

18

19

Meter size is determined by the home builder based on the requirements of flow and

pressure as determined by fixture counts, home size, fire suppression systems, local and

state building codes, plumbing codes and fire codes. At the time of initial installation, the

home builder requests a meter of sufficient size to ensure acceptable flow and pressure

throughout the operational envelope.

20

21

22

23

A home owner may request that a meter be changed to a different size. Under these

conditions, we believe that the homeowner must take responsibility for the selection of that

meter and be charged an appropriate fee to allow the utility to recover costs. Accordingly,

we recommend a Meter Exchange Tariff that explains that the homeowner is responsible24

25 for:

26 Determining the appropriate size of meter. Further, the home owner agrees to hold

harmless and release Global Water, its affiliated companies together with the27

A.

A.

A.

1.

44



I

1

2

3

employees, agents and assigns of such companies from any responsibility for direct

or collateral damage, losses or operational impacts associated with the meter size

change or the size of the meter being inadequate or insufficient for the needs of the

4 home owner.

5 Reimbursement of utility costs associated with dirt change, including cost of new

meter and installation costs in accordance with AAC R14-2-405.B.5.6

7 H

8 B. Water Theft enlarge.

9

10 Q. Please explain the proposed Water Theft charge.

11

12

Water is an inexpensive commodity. That is a problem from an enforcement perspective.

The theft of 10,000 gallons is barely worth the law enforcement time to prosecute.

13 Further, tracking down water theft and eliminating the pQteI1tiaI is labor intensive. With

14

15

very little suppolt from the law enforcement community, there are few disincentives to

prevent people from stealing water.

16 I

17

18

While theft from a utility is a class 6 felony (ARS 13-3724.D), the costs associated with

prosecuting such theft is disproportionate to the "value" of the water.

19

20
I

21

This problem is typically restricted to theft from hydrants, although we have seen the issue

where homeowners have "jiJmpel'ed", or bypassed their meters to receive service. Both of

these instances result in lost revenue for the utility, but more importantly require that the22

23 remaining customers compensate for that activity.

24

25

26

27 pa Buckeye law enforcement officials have told us water theft is not considered a priority and will
no longer immediately report to scene. These officials indicate that the response time will be 1 -.. 5
days.

I

A.

2.
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1

2

3

Further, there is a red possibility that these activities can introduce contamination into the

distribution system as the individuals Stealing water rarely, if ever, would follow back How

prevention procedures or sanitizing activities prior to connection.

4 l

5

6

7

8

9

We recommend that a Water Theft Tariff be created that allows the utility, on proper

collection of photographic evidence and reporting, to charge a fee of $500. In the case of a

homeowner, this fee would be added to their account. In the case of water tracks stealing

from utility hydrants, this fee would be presented in the form of an invoice to the

responsible party,

10

11 C. Hydrant Meter Deposit Charge.

12

13 Q- Please explain the Hydrant Meter Deposit Charge.

14

15

16

17

18

I-Iydrant meters are large expensive pieces of equipment, and include certified back flow

prevention and Automated Meter Reading devices attached. While we require that the

hydrant meters be moved only by Global personnel, and that they be locked to the hydrant

supplying service, we have experienced a loss of some of diesel assemblies. We

recommend that the customer pay a refundable deposit under a Hydrant Meter Tariff

reflecting the replacement cost of these assemblies, $1 ,750.19

20

21 D. Lock/Securi!y Tab Cutting Charge.

22

23 Q- Please explain the proposed fee for cutting a Lock/Security Tab from a disconnected

24 meter.

25

26

27

There is no doubt that managing disconnected accounts is a constant headache for utilities .

Disconnection activities are not the most pleasant customer interactions and often tensions

run high. The Global Water practice isto notify customers in accordance with ACC rules

A.

A.

<9



1 and physically disconnect water service only when it becomes absolutely necessary. Once

a service technician has visited the service address to disconnect, he or she closes d'le2

3

4

5

utility's valve upstream of the meter (the curb stop), and locks that valve with a keyed lock

or a security tab. In the normal course, these security mechanisms are removed when the

account is brought current.

6

7

8

There are certain times, however, when the customer takes it upon themselves to remove

these security devices to gain uuaud1o1° ized access to water. In the case of a final \

9

10

disconnect, the meter is not read and therefore there is no mechanism to review water

11

12

usage for that account. It is only during audits of disconnected accounts that these meters

are checked. During that time the disconnected service address may have received a

substantial amount of water.

13

14

15

16

17

18

Talnpering Tariff.

19

20

As a disincentive to engage in this behavior, we recommend that the unauthorized removal

of a lock or secure tab be subjected to a $500 charge under a Lock/Security Tab

This charge would be placed on the delinquent account and would be

required to be paid before water service is restored. In the event that a disconnected

customer felt that Mis charge was not warranted, we would hold the amount pending

complaint resolution. Notice of this new charge will be provided to customers when they

are notified of an impending disconnect.

21

22

23

24

25

26

27
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1 E. Source Control tariff and charges.

2

3 Q- Please explain GlobalWater's source control program.

4

5

6

7

8 (H)

9

10

11

12

Under 40 CFR Ch 1 Section 403, the EPA established the requirement for pretreatrnentzg:

§ 403.2 Objectives of general pretreatment regulations. By establishing the responsibilities

of government and industry ro implement National Pretreatment Standards this regulation

fulfills three objectives:

To prevent the introduction of pollutants into Publicly Owned Treatment

Works (POTWs) which will interfere with the operation of a POTW,

including interference with its use or disposal of municipal sludge,

To prevent the introduction of pollutants into POTWs which will pass

through the treatment works or otherwise be incompatible with such works,

(b)

13 and

14 (c)

15

To improve opportunities to recycle and reclaim municipal and industrial

Wastewaters and sludges.

16

17

18

19

The National Pretreatment Pro gram provides the necessary regulatory tools and authority

to local pretreatment pro grams for controlling interference problems. Under the provisions

of Part 403.5(c)(1) ba: (2), a POTW must establish specific local limits for industrial users

20

21

to guard against interference with the operation of the municipal treatment works. See 46

FR 9406 (28 January 1981).

22

23

24

The EPA's General Pretreatment Regulations establish responsibilities of federal, state and

local government, industry and die public to implement Pretreatment Standards to control

25

26

27 29 The term Pretreatment means the reduction of the amount of pollutants, the elimination of
pollutants, or the alteration of the nature of pollutant properties in wastewater prior to or in lieu of
discharging or otherwise introducing such pollutants into a POTW (40CFR Ch 1 4033)

A.
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1

2

pollutants from the industrial users which may pass through or interfere with POTW

treatment processes or which may contaminate sewage sludge.

3

4 Q- But Palo Verde is not specifically a POTW.

5

6

7

8

9

10

By definition, Palo Verde receives its authority to design, install, commission, operate and

maintain wastewater collection and treatment systems from the Commission through the

approval of a Certificate of Convenience & Necessity (CC8cN). As such Palo Verde is

charged with the responsibility for effective management of the sewer system. It is

therefore subject to the obligations and rights of the Federal Industrial Pretreatment

Program (APP) when it reaches a certain size or connects a Significant Industrial User,

11

12

13

14

The federal rules requiring pretreatment of industrial wastewater are incorporated by

reference in the AzPDES program rules. As a holder of an AzPDES permit, Palo Verde

must follow the requirements of the program.

15

16

17

18

19

20

Further, under the AzPDES rules, if Publicly Owned Treatment Works (POTWs) take

"indirect discharges" from industrial users and then route the treated effluent into

jurisdictional surface waters, then the POTW's AzPDES permit must include measures

implemented by the POTW itself to pre-treat the wastewater so as to protect the POTW

system.

21

22 Thus, ADEQ has authority to enforce the pretreatment rules against the POTW.

23

24

. 25

26

27

Further, a "POTW" is defined to include a municipality of Arizona. A "Municipality" is

defined to include a designated management agency approved under Section 208 of the

Clean Water Act, 33 U.S.C, § 1288. 33 U.S.C. § l362(4). The federal Section 208 rules

define "designated management agency" or "DMA" as an agency "identified by a WQM

A.

61



1

2
I

3

4

plan and designated by the Governor to implement specific control recommendations."

ADEQ's Section 208 rules similarly define "DrAg" as "those entities designated in a

Certified Areawide Water Quality Management Plan to manage sewage treatment facilities

and sewage collection systems in their respective areas."

5

6

7

8

Therefore, in the context of Section 208, POTWs are municipalities,which are DMAs,

which are any managers of sewage collectioll and treatment systems identified M an

approved WQM plan.

9

10

11

12

13

The above definitions and the usage of die term "DMA" indicate quite plainly that a

private, non-govemmental entity such as a CC8LN~certificated sewage treatment service

provider like Palo Verde can be a DMA, provided the entity is identified by a certified

Section 208 amendment to be the service provider in a particular service area located

within the designated planning agency's jurisdiction, in this case CAAG's.14

15

16 As a result, Palo Verde, which is designated as the DMA under its existing 208

17 amendment, is considered a POTW for purposes of the pretreatment rules' enforceability.

18

19

20

21

Q. Do Palo Verde's operations trigger the implementation of the Federal APP at this

moment?

22

23

At the present time, Palo Verde is below the trigger for application of the Federal APP

(design flows less than 5.0 MGD, no Significant Industrial User corrections).

Nonetheless, good operational practices require that Palo Verde maintain an enforceable

pretreatment program. In order to provide this Program the leverage of enforceability, it is

important to have the Commission adopt this Program as a tariff. This would allow

termination of service for customers not complying with the terms of the Program.

24

25

26

27

I

A.



1

2

Under Arizona Administrative Code R14-2-609 (B) and.(C), Palo Verde may terminate

service to safeguard health, or if the user violates the contract established between Palo

Verde and the consumer, which would includes violation of Palo Verde's Source Control3

4 Program.

5 I

6 Q- What is the purpose of Palo Verde's Source ControlProgram?

7

8

9

10

11

The Source Control Program is designed to achieve a number of objectives:

To protect the collection systems from blockages and damage.

To protect the treatment system from process upsets.

To protect the quality of recycled water.

To protect the quality of biosolids (sludge).

To protect human health and the environment from damage.12

13

14 Q- What are the components of the Program?

15

16

17

18

19

20

21 I

I22

23

24
I

The Program requires adherence to wastewater quality standards, or discharge limitations,

and provides specific guidance and operation practices for specific industries known to

have wastewater constituent levels that can cause problems. At present, we have

developed Codes of Practice for the following industries :

1. RV Park Operations,

Food Service Operations ,

Dental Operations ,

Photographic Imaging Operations ,

Automobile Repair Operations, and

6. Dry Cleaning Operations.

More Codes of Practice will be developed as requires by specific users connecting to the

collection system.

25

26 i

I

27

I

A.

A.

3 I

2.

4.

5.

1.

2.

4.

3.
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1 Q- How does Palo Verde plan to implement the program?

2

3

The specifics of each program are detailed in the attached Source Control Tariff

(Attachment GSS-3).

4

5

6

7

8

Palo Verde already manages the technical requirements of the program by ensuring that

specific industries are provided with the infrastructure requirements of pre-

treatment/source control prior to connection. These installations are inspected by Global

Water staff prior to acceptance for commissioning.

9

10 By implementing this Program as a tariff, specific enforcement actions can be taken

against non-compliant operators.11

12

13 Q. Please explain the proposed charge for failure to maintain grease trap/Exceeding

source control limits.14

15

16

17

18

Source control is a vital component of the maintenance of a wastewater collection system

and the recycled water quality. Our systems are designed to handle residential and light

commercial activities that meet our source control requirements. Those industries that

have the potential to impact the collection or treatment systems are required to install pre-

treatment. The most common form of this pre-treatment is grease traps and grease19

interceptors .20

21 I

22

23

24

25

26

27

Failure to maintain those pre-treatment devices puts at risk the collection system and the

treatment process. It is not uncommon for an unmaintained grease trap to cause blockages

in sewer mains that result in sewer overflows. As a result, the failure to maintain a pre-

treatment device can seriously jeopardize human health. Further, if the failure to maintain

the pre-treatment system results iii a process upset at the treatment facility, recycled w amer

quality can be affected.

A.

A.
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l

2

3

4

As part of our source control program, Global Water technicians aspect pre-treatment

devices on a monthly to quarterly basis (Dre frequency is determined by past performance

of these systems). While the majority of commercial customers comply with our source

control requirements, those who do not can Cause serious issues.

5

6

7

8

9

If the customer is not complying, Global technicians are required to re-inspect the facility

routinely, significantly increasing the operational costs associated with this program, To

defray those costs, we are recommending that a charge of $250 be assessed on cornrnercial

customers found to be violating our source control requirements. This will allow for the

cost recovery of those increased costs and will discourage the practice of not maintaining10

11 grease traps.

12

13

14

15

F. Unauthorized discharge fee.

Q- Please explain the proposed charge for unauthorized discharge into sewer.

16

17

18

19

20

21

22

23

24

25

For the same reasons it is vital that our source control program is adhered to and that no

uNauthorized discharges to sewers are made. One of the most difficult aspects of capacity

management and maintenance is ensuring that the sewers are not used illegally by septic

tank haulers, or grease trap haulers. These industries charge a fee for removal services and

then pay a fee to locations like Waste Management' s Butterfield landfill for

environmentally sound disposal. Rather than paying these fees, some haulers choose to

simply dump their loads into a sewer system. Some of the materials that the haulers carry

have the potential to seriously disrupt our treatment processes -- in some cases for many

days or even weeks. We are recommending the establishment of a $5,000 charge under an

Unauthorized Sewer Discharges Tariff- Funher, we recommend the violator be

financially responsible for all costs of collection and remediation.26

27

A.
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1 G. Deposit Interest.

2

3 Q- Why do the Global umifi ac wish to amend the interest paid on deposits?

4

5

6

7

8

g

10

11

12

13

The deposit interest rule requires dirt utilities provide a 6% return on deposits made to

secure utility service. R14-2-403.B.3 states:

3. Interest on deposits shall be calculated annually at an interest rate filed by the

utility and approved by the Commission in a tariff proceeding. In the absence of

such, the interest rate shall be 6%

While the benefits of deposits for current or would-be delinquent accounts is undeniable,

the fact remains that in inmost eases, the customer pays the deposit, and is refunded that

deposit after a year of on-time payments, For each deposit taken and refunded, there is a

significant amount of administrative work. The work required to administer these deposits

is a significant burden on the utility.

14

15 Q- What do the Global Utilities do with deposits?

16

17

We maintain the deposits as current liabilities in separate accounts. As such, this is not

money that is "put to work" within the utility nor can the utility earn any interest on the

18 money.

until returned to the customer.

The money must simply sit idle until called upon by delinquency of service or

19

20

21

r

QS

Accordingly, the Global Utilities do not benefit financially from the requirement for

customers to establish deposits for service.

23

24 Q- What do the Global Utilities propose?

25

26

The administration of deposits is a significant process .

The deposit must be collected.

The cash must be deposited.27

A.

A.

A.

2.

1.

AA



1 Separate accounting entries must be coordinated to ensure the cash hits the

2 collect account.

3

4

Monthly, an analysis must be performed to establish which accounts are due

for deposit refunds.

Checks must be cut for some of dose amounts, others are applied manually5

6 to the accounts .

7 6.

8

If the customer is delinquent twice in a twelve month period, the process

must be repeated.

9

10

11

All of this costs the utility real money on top of the interest requirement of AAC R14~2~

403.B.3. And the utility expends significant resources to return this money with interest.

12

13

14

15

Accordingly, we recouimeiid that the deposit interest be set at 0%. The costs associated

with collecting and returning deposits are great enough without having to pay additional

amounts to the depositors.

16

1'7 H. Other miscellaneous fees.

18

19 Q- Are the Global Utilities proposing modifications to other fees?

20 Yes. Our proposals are shown below.

21

22

23

24

25

26

27

A.

4.

5.

3.
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1 Miscellaneous Fee Changes'

2
Notes

3
Item

Establishment

Recommended Fee

$50

4

5

Global Utilities requests the following changes to the standard charges included in utility tariffs 1

Current Fee

$25 - $35 The costs associated with
the set up of an account
have increased since the
original establishment of
these charges.

6 Estabilshment (After Hours) $40 - $50 $100

*

7

8

The costs associated with
reconnecting a service after
hours are substantially
higher than during normal
working hours as an on-cali
person is required to
perform the work.

9
No change

10

Reestablishment (Within 12 *
Morlths)

Reconnection (Delinquent) $30 - $35 $75

11

12

13

14

15

The process of re-
connection requires that a
customer service
representative take and
validate a payment, update
the customer information
system, generate a work
order, deploy a sen/ice
technician, physically
perform the re-connect,
close the work order and
update the account.

16
* * As per AAC R14-2~405.B.5

17
$50 $50

18

Meter Move at Customer
Request

After Hcfurs Service Charge, $0
Per Hour

D€Do5it 0%
19

As noted in testimony
above.

20 Meter Re-Read(if Correct) $15 - $25 $30 To reflect the costs of
manually dispatching a
technician to the site.

21
Meter Test Fee (If correct) $0 - $35 $50

22

To reflect actual costs of the
test and to cover the cost of
removal, installation and
transport of a meter.

23
NSF Check $10 - $15 $30

24

25

26

To reflect actual costs
charged to Global {$15),
and the administration of
those accounts (annotating
customer accounts and
generating follow-up
activity such as disconnect
notices)

27
Late Payment Charge (Per $3.00 - 1.50% - Greater of Greater of 1.5% or $5.00

I
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1
Month)

Deferred Payment (Per
Month)

1.5% or $5.00

1.50% - Greater of 1.5% or Greater of 1.5% or $5.00.
$3.50

2
*

3

Number of Months off System times the monthly minimum per A.A.C. R14-2-403[D).

** Cost to Include parts, labor, overhead and all applicable taxes.

*xx Per A.A.c. R14-2-4IJ3(B}.4

5
VIII. Engineering Data.

6

7 Q- Have you attached relevant eng ineering  data concerning the Global Uti l i ties?

8 Yes. Compliance Status Reports for each of the Global Utilities are included as

9

10

Attachment GSS-4, Plant Summaries for each of the Global Utilities are included as

Attachment GSS~5, Water Use Data Sheets are included as Attachment GSS-6, and MAP

invoices are included as Attachment GSS-7 .11

12

13 Q- Does that conclude your direct testimony? |

14 Yes it does.

15

16

17

18

19

20

21

22

23

24

25

26

27

A.

A.
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THE ENERGY AND WATER EFFICIENCY
BENEFITS OF DISTRIBUTED

RECYCLED WATER PRODUCTION FACILITES1

Graham Syntunonds2, P.Eng.
Trevor T. Hill, P.Eng.

Abstract. Water and energy are inextricably linked. Moving water, heating water, treating water are each
enormously energy intensive. Further, the very production of power consumes vast quantities of water. In an ironic
twist, as the world reaches deeper into the ground for water supplies, and moves farther afield to access water,
getting that water to where Ir is needed requires more power, which in tum requires more water.

Water scarcity and the energy intensity of water are placing extreme pressure on natural resources and power
systems throughout ds world. That water/energy nexus - the link between power and water - demands that the
most power efficient systems be deployed fist, and d.1e11 augmented by power intensive technologies for only the
minimum volumes associated with potable water production.

That most efficient water resource is recycled water. When deployed as an element of a regional planning initiative,
using recycled water can consume 25% to 50% less power than single plumbed, all potable, systems. For a 70,000
unit development, the resultant cumulative energy savings are in the order Te 11% of the entire energy budget for die
community. This reinforces Lhe water savings of water recycling which can reduce the community water
consumption by as much as 60%.

Additional Key Words: Water efficiency, water/energy nexus, water recycling, water reuse.

ll

1 Paper was presented at the 2008 Meeting of the American Institute of Professional Geologists, Arizona
Hydrological Society, and 3:d Iutemationnl Professional Geology Conference, Flagstaff] Arizona USA,
September 20-24, 2008. Published by the American Institute ofProfessiorlal Geologists.

2 Graham Symunonds, P.Eug., Chief Technical Officer, Global Water Resources, 21410 N. 19"' Ave, Phoenix, AZ
85027, gral1am.symmonds@gwIesources.com, Trevor T. Hill, P.Eng., President and CBO, Global Water
Resources, llevor.hi1l@g'Jvresources.com.
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INTRODUC TION

Tlaloc3 is hydrology, I thought. The deify fs a metaphor for the full

hydrological cycle of moisture, ice, rain, snow, dew, and fog, pooling,

draining and evaporating. It is the movement of water, the lifeblood of

the Southwest, a meter that any czlvilfzaz'ion here must obey (Childe, 2007).

Water and energy are inextricably linked. Moving water, heating water, Heating water

are each enormously energy intensive. Further, the very production of power consumes vast

quantities of water. In an ironic twist, as the world reaches deeper Mto the ground and farther

afield to access water supplies, getting that water to where it is needed consumes more power,

which in hum requires more water,

Water efficiency then, is power efficiency. And vice versa. If the amount of water

required can be reduced power requirements will be dramatically decreased. This reduction has

the benefit of reducing greenhouse gas emissions, their contribution to global climate change,

and the impact on water availability.

Regional plannNig . allowing for the distributed production of recycled water .- is key to

mininnizing water resource consumption, and by extension, reducing power consumption.

Planning on a large, distributed scale allows for a significant reduction in potable water

consumption via water reuse, leading directly to a concomitant reduction in power production

and distribution costs. Producing water where it is needed reduces water transmission costs,

driving eiiiciencies into the systems.

THE FINITE NATURE OF WATER

Water, in its pure font, is a simple compound of two hydrogen atoms and one oxygen

atom (Figure 1). A11 the hydrogen nuclei in the universe were formed within the first three

minutes of the Big Bang. One to three minutes alter the formation of the universe, protons and

neutrons began to react With each other to form deuterium, an isotope of hydrogen, Deuterium,

or heavy hydrogen, soon collected another neutron to form tritium. Rapidly following this

reaction was the addition of another proton which produced a helium nucleus. After further

cooling, these excess protons were able to capture an electron to create common hydrogen,
(LaRocca and Rothstein), After a further 300,000 years of cooling, the universe became cool

enough for electrons to be captured, and the first stable atoms of hydrogen appear (Figure 2).

3 Tlaloc, He Who Makes Things Sprout. Tlaloc is the Mesoaxnerican god of rain, lightning and thunder. Among the
modern Maya and the more northerly Nahum, Tlaloc lives in what is called the House of Rain, an
underground realm full of water.

1
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FIGURE 1. Water molecule, H2O.
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FIGURE 2. Big Bang matter timeline and formation of hydrogen and helium
(A1'lI1iI1os, 2003).

Over the course of eons, hydrogen gases gravitationally contracted to form the fust stars

in a process that continues today. Within the thermonuclear furnaces of stars, hydrogen and

helium were synthesized by nucleosynthesis into neon, carbon, oxygen, and iron. As stars reach

the end of their lives, they shed these elements in nova and supernova dispersing these heavier

elements to the universe. Hydro gen and oxygen mix in star-forming clouds where temperatures
soar to several thousand degrees, setting off chemical reactions favoring production of water

(Figure 3)-

2
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In the primordial solar system, this water vapor coalesced on particles and ultimately was

delivered to planetary systems like Earth through accretion or by collision with intraplanetary

bodies such as comets. Earth's supply of water, then, is lived and was established 3.8 to 4.5

billion years ago during its very connation, '

8

4

FIGURE 3. How water is made in space (European Space Agency).
Hydrogen (1) was originally produced in the Big Bang and is found
everywhere in the universe. Oxygen (2) is made in stars and
dispersed out into the universe 'm events - such as supernova
explosions. The two elements mix in star-fanning clouds (3) and
furn large amounts of water. The molecules of water leave the clouds
and end up in many different places (4) - comets, planets, the centers
of galaxies etc.

The earth has constantly recycled this water through coimdess turns of the continuous

hydrologic cycle. Within this cycle 363:000,000,000,000,000,000 gallons (363 million trillion

gallons) of water can be found (Table 1). This water evaporates from the ocean, travels dough

the air, rains down on the land and then flows back to the ocean. While this water source is vast,

the overwhelming majority of water is either unsuitable for human consumption, or remains in

locations or states that are not accessible, In fact, only 0.8% of this water is available for use by

humans.

3



TABLE 1. Global water inventory (Gleick, 1996)

Water source
Water volume, in

cubic miles
Water volume, in cubic

ldlometers

Percent of
freshwater

Percent of
total water

321,800» 000 1,338,000,000 96.5

24,064,000 68,7 1 .74

23,400,000

5,773,000

5,614,000

2,526,000 30,1

3,088,000

10,530,000
12,870,000

16,500

Oceans, Seas, 8; Bays

Ice caps, Glaciers, 815

Permanent SHDW

Ground water

Fresh

Saline

Soil Moisture

Ground Ice 85 Permafrost

Lakes

300,000

0.05

0.86

0.26

1.7

0.76

0.94

0.001

0.022

0.013

0,007

0,006

0,001

0.0008

0.0002

0.0001

Fresh

Saline

Atmosphere

Swamp Water

Rivers

Biological Water

3,959
71,970
42,320
21,830
20,490
3,095
2,752
509
269

176,400
91,000
85,400
12,900
11,470
2,120
1,120

0.04

0.03

0.006

0.003

WATER MANAGEMENT STRATEGIES IN THE
ABSENCE OF NEW WATER

WATER SCARCITY IN THE SOUTHWEST
The American Southwest remains in the grips of a drought. Notwithstanding the

increased precipitation received by the Phoenix area in winter 2007/08: water conditions remain

dire, Recent tree-ring research has indicated that long term droughts are not unusual in this

region. As a result, water resource planning in the Southwest must anticipate, expect, and plan

for, extended periods of drought. This is particularly true in light of climate change and its affect

on weather patterns.

Figure 4 compares the time period known as "the medieval climate an0n1a1y»a4 Mayo et

al, 2007).to the most recent How data for the Colorado River. While a simple shape-driven Ht, it

demonstrates the drought patterns may be repeatable -. and that both low and high frequency

patteiiis exist.

4 The Medieval Climate Anomaly describes a period of epic droughts that are hypothesized from pale climatic
evidence to have affected various parts of western North America in the mid l100's. This is hydrologic
drought is characterized by a decrease of more than 15% inmeanannual How averaged over 25 years, and
by the absence of high annual flows over a longer period of about six decades.

4
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Colorado River Flow
Medieval Climate Anomaly vs 1967-2005
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F IGURE 4. Comparison of measured Colorado River Flows (at Lee's Ferry) from 1967 to 2005
against the tree-ring derived Medieval Climate Anomaly (adapted from Memo et al, 2007).

4

If the last 35 to 40 years are, as suggested in the graph above, foretelling the entry into a

similar hydrologic drought as described by die medieval climate anomaly, the effect will be more

profound as a result of population (orders of magnitude above that extant in the year 1150) and

the accompanying additive - or potentially geometric -.. impacts of Mcreased greenhouse gas

concentration in the atmosphere, including larger amplitude and frequency fluctuations within

the hydrologic cycle. These effects can already be seen in the changes in snowpack arrival/melt

times as well as volumes. Those changes will drive continued water shortages in the Southwest.

POPULATION GROWTH IN THE SOUTHWEST
Superimposed upon water scarcity in the Southwest is the continued population growth,

and the concomitant changes in the fabric of the landscape .- that is conversion of desert areas to

urban, suburban and commercial liv ing spaces. This trend continues- despite the current

economic turndown. Table 2 provides U.S. Census data comparing Arizona's current and

projected population grovvtHl demonstrating that Arizona will continue to see extreme growth

pressures. ,
L

5
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TABLE z. Population projections for Arizona (U.S. Census Bureau)

Arizona Population Projections

6.3 hiillion

10.7 million

2007 Estimated Population

Projected Population Growth 2030

Total Percentage Growth 2007-2030 67.2%

A_rizona's growing population will require an increasing supply of water. The

convergence of water demand, population growth, climate change and landscape change results

m̀ two inexorably linked effects: Nicreasing water scarcity, and increasing power demand, To

address these issues, the most efficient source of water must be selected for future uses.

Minimizing the power intensity of water, minimizing potable water requirements, distributed

treatment and delivery systems each can have dramatic impacts on the power and water
resources.

WATER REUSE CONFIGURATIONS

Water reuse involves both direct reuse and aquifer recharge. Direct reuse of recycled

Water is relatively straightforward. Wastewater is treated to a high level at a water reclamation

facility for reuse and, rather than discharging the product unused into the environment, recycled

water is distributed for a variety of secondary uses.

Direct Reuse. There are a number of different water delivery mechanism and strategies for

providing recycled water for a variety of end uses. These can be divided into three broad

categories: No Recycling (Figure 5), Basic Recycliri (Figure 6) and Advanced Recycling

(Figure 7).
1

:
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No Recycling - 100% Ground Weller
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FIGURE 5. No Recycling Configuration. This is the standard water
delivery methodology and employs potable water for all uses in a single-
plumbed community.

41

Basic Recycling - 100% Ground Water
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FIGURE 6. Basic Recycling Configuration. Basic recycling represents
the deployment of recycled water for irrigation purposes. It is limited to
using recycled water for irrigation of common areas, Homeowners
Associate on open spaces, community amenities and schoolyards.
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Advanced Recycling - 100% Ground Water
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FIGURE 7. Advanced Recycling Configuration. In this case, recycled
water is deployed through a dual-plumbed, highly djshibuted network
allowing for the delivery of recycled water for due best and highest uses
possible.

Aqui f er Recharge. Recharging recycled water into the underlying aquifer is an important

aspect of resource management. However, from an efficiency perspective (power and water) it is

inferior to direct reuse. Recharge is a method of achieving seasonal resource equalization (i.e.,

storing recycled water in winter months for withdrawal and use in summer months), but it falls

short in the "highest-and-best-use" category. There are a number of benefits that direct reuse has

over recharged

Recharge requires power to put the water back into the aquifer and additional power to

withdraw for use.

Recharge facilities are complicated by local geology, wildlife and cultural concerns..

Recharge has the potential to increase salinity in the aquifer.

Recharge has the potential to inject contaminants of emerging concern to aquifers .

Recharge is often disconnected from water withdrawal leading to localized aquifer

drawdown.

8
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THE WATER-EFFICIENCY OFREUSE
In Arizona, a typical suburban dwelling unit consumes an aggregate of approximately

130,000 gallons (0.4 acre-feet) of water per year. As shown in Figure 8, in areas without

considerate on of water recycling, all of this water must be supplied by the potable water system.

By applying the principles of regional planning, and ensuring that recycled water infrastructure is

available, the potable water demand can be significantly reduced by using recycled water.

FIGURE 8. Comparison of water use under different water supply configurations.

Indeed these theoretical numbers are those being achieved at Global Wate1°~santa Cruz

Water Company. In 2005, prior to the implementation of' a recycled water plan, Global Water-

Santa Cruz's overall consumption of potable water per connection customer was 12,286 gallons

per month or 0.45 acre-feet per year (AFY). In 2007, as recycled water infrastructure advanced,
Global Water-Santa Cruz connections used 0.24 AFY of potable water and 0.13 AFY of

recycled water (Global Water-Santa Cruz Water Company, 2007) .

WATER MANAGEMENT STRATEGIES IN THE FACE
OF REDUCED POWER AVAILABILITY

The local impacts of water scarcity are forcing that water be imported from further afield,

either from deep Er in the aquifer, or if omother geographic locations. Thatwater -. anextremely

bulky and heavy commodity -. must be transported from that new location to the point of use.

9



The result is an ever 'increasing demand for power to move water. In California, the California

Energy Commission has estimated that 20% of the electrical power, and 30% of natural gas

consumption is associated with water trauspomtadon and use (Larson et al, 2007).

Further, drought and environmental impacts have heightened concern about hydropower

availability, particularly with respect to the climate-change-induced disruption of snow pack and

rain fall patterns (Barnett and Pierce, 2008).5

While new alternatives such as wind, solar and new nuclear power generation exist to

supplant this loss in hydroelectric power availabil ity, they have signif icant technical and

regulatory challenges to overcome. Clearly, then, the most efficient water delivery system is one

that reduces the amount of energy per unit volume delivered.

THE POWER-EFFICIENCY OF WATER REUSE
Water's power intensity is directly related to its source, the required treatment to bring it

to potable standards, and its use, Figure 9 provides empirical andestimated power intensity data

for various water sources. As expected, seawater desalination processes are extremely power

intensive, and as the quality and local availability of the source water improves, the power cost

of production decreases .

It is interesting to note that recycled water is the most power eff icient water source

available. This is due tithe foilowhagz

1.
2.
3.

The water is already on the surface,

The water does not need to be treated for consumpdon6, and

The use of recycled water often supplants other, more energy intensive, sources.

.r

5 The Scripps Institution of Oceanography has speculated that "minimum power pool levels" (that is, the level at
which hydroelectric power can no longer be produced from Hoover Dam) in both Lakes Mead and Powell
could be reached under current conditions as early as 2017. (Barnett and Pierce, 2008)

6 While the water is not "potable", Class A+ recycled water in Arizona is required to meet the state's Aquifer Water
Quality Standards at the Point of Compliance. In California, recycled water for unnzstricted reuse is
required to meet Title 22 requirements.
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FIGURE 9.Energy intensity of Water Sources in kph per Acre~Foot (R.C. Willdnson, 2007)

The most efficient water delivery system is one that reduces the amount of energy per

unit volume delivered. By employing advanced water recycling techniques, the specific energy

consumption (1d1owatt~hours per dwelling unit per day, kph/DU/d) can be reduced by 25 to

50% depending on the source and treatment requirements.

In order to demonstrate this and evaluate more closely the impact of applying different

water sources and delivery methods on the energy requirements, a model was developed to map

the power intensity of various unit processes in the system: source water transport, source water

treatment, potable water distribution, wastewater collection, wastewater treatment, recycled

water delivery. '

This model is based on empirical specific power consumption data lirorn operating

utilities and power consumption information derived from engineering calculations from model

inputs. 4

Case1: GroundwaterSource. In this case (Table 3), water is withdrawn from an aquifer at 300

feet below land surface (BLS). The water quality is assumed to meet the requirements of the

Safe Drinldng Water Act without treatment. Water is distributed (at a pressure of '72 psi) to end~

users for consumption and use. A portion of this water is rehlrned as wastewater - 145 gallons

11



per dwelling unit per day (Global Water - Palo Verde Utilities Company, 2007). Some of this

wastewater (35%) is assumed to require pumping to return to the water reclamation facility. The

recycled water distribution system is operated at 10 psi less than the potable water system.

Wastewater is treated to become recycled water (Arizona Department of Environmental Quality

Class A+) and is either:

1.

2,

Discharged (in due case of the No Recycling model),

Employed to offset common area inflation (in the case of the Basic Recycling
model), or .

3. Employed for common area irrigation and household initiation/toilet flushing use (in
the case of the Advanced Recycling model).

TABLE 3. Cumulative Specific Power Consumption (kph/DU/d) for the case of groundwater
requiring no treatment.

Groundwater + No
Treatment + No

Recycling

Groundwater + No
Treatment + Basic

Recycling

. Groundwater + No
Treatment +

Advanced Recycling

w`am Table @300aBLS . 3.?1 2f7- 2.2

The result of employing water recycling is an overall reduction Lm power consumption of

21 to 35% by employing recycling schemes. This is driven primarily by a reduction in the

amount of potable water required to be pumped from the ground. Figure 10 shows the

cumulative specific power consumption at each stage in the process.

L
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Specific Power Consumption Comparison,kWh/DU/day
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FIGURE 10. Case 1 Specific Power Consumption (Groundwater requiring no treatment)

Case 2: Seawater Reverse Osmosis (SWRO). In this case, the facility is assumed to be located

with direct access to feed water (ocean) and a direct discharge of any brine. SWRO power

consumption data is estimated as an average tram those shown in Figure 9. The RO recovery is

estimated at 43%. The distribution, collection and wastewater treatment parameters remain the

same as in the previous case-

TABLE 4. Cumulative Specific Power Consumption (kph/DU/d) for the case of sea water
reverse osmosis treatment,

Seawater
Desalination+No

Recycling + No Brim e
Treatment

Seawater
Desalination + Basic

Recycling + No
Brine Treatment

Seawater Desalination
+ Advanced Recycling
+No Brine Treatment

Sea Water RO Process _ _8.0 3.7 3.9

The impacts of applying recycling in this case are dramatic. A savings of 29 to 52% of

the specific power consumption is achieved (Table 4). This is a direct resitly of having to treat

13



Specific Power Consumption Comparison, kWh/DU/day
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less water for potable purposes. The power intensity of the SWRO process is clearly evident in

Figure 11.

FIGURE 11.Case 2. Cumulative Specific Power Consumption (kwhlDU/d) for the case of sea
Water reverse osmosis treatment.

SENSITIVITY ANALYSIS
Well Depth. The model is very sensitive to the depdi from which water is required to be

brought to the surface. In the original analysis, a 300 ft BLS value was employed. In the

Phoenix Active Management Area, assured water supplies are provided on the basis of an aquifer

drawdown to 1100 feet BLS over a one bundled year period. Employing this value in the model

(that is, assessing the hnpact of water level decline in the aquifer), the specific power

consumption increases by 160 to 206% as shown in Table 5, Recycling continues to offer

significant power savings.

14



IL

TABLE 5. Effeczt of water table depth cm specific power consumption (kph/Du/d) ,

Groundwater +
No Treatment +

No REcycling

Groundwater + No
Treatment + Basic

Recycling

Groundwater + No
Treatment +

Advanced Recycling

3 .4 2.7 2.2Water Table @306.i1IBLs

Water Task: @ 1100 fr BLS 7_0 5.0 3.5
I

Increase in specific power
consumption ,

106% 85% 59%

Energy Recovery Systems Employed in R0 Appl icat ions. A new development in the

application of reverse osmosis systems is the implementation of energy recovery systems,

allowing energy from the high pressure brine feed to be transferred to the low pressure feedwater

side. These systems directly reduce the power consumption. Published data suggests these

systems can reduce energy consumption by as much as 60 to 62% (lamaluddin et al, 2002).

Applying these devices to the model (Table 6), the overall specific power consumption

decreases (by 35 to 47%) when compared to the norrenergi/ recovery case (Case 2 above).

Advanced recycling still represents a 42% reduction in specific power consumption:

TABLE 6. Effect of employing energy recovery systems on sea water reverse osmosis specific
power consumption (kWh/DU/cl).

Seawater Desalination
+ No Recycling + No

Brine Tr eat rent

Seawater Desalination +
Basic Recycling + No

Brine Treatment

Seawater
Desalination +

Advanced
Recycling + No

Brine Treatment
3.9Sea Water RO Process 8_0 5.7

Sea Water RO Process with
Ei1€Ilgy Re(:ov€ry

4.3 3.3 2.5

Decrease in specific power
consumption

47% 35%
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DIS TRIBUTED ENER GY/WATER SITES

The opportunity for mega-scale water treatment and power generation facilities is rapidly

evaporating. These facilities, located far from the ultimate use become increasingly ine8icient

and more costly to operate as that distance increases. The raw materials must be Nansponed to

these facilities, and then the finished product returned for consumption.

Decentralized treatment, producion and delivery maximizes the efficiency of these

processes, generates the products where they are needed/used, where the raw materials exist, and

allows for the production of a distributed network of power generation facilities.

The Global Water Decentralized Energy/Water (DEW) sites are designed around the
service requirements of a standard township (six by six miles, 36 square miles). At a build-out
capacity in the order of 70,000 dwelling units (including commercial and light industrial), and
operating with groundwater at a depth of 300 feet BLS, each of these facilities employed 'm an
Advanced Recycling configuration can save in the order of 10 million gallons per day (MGD) of
water, and 83,000 kph per day of power (the equivalent of 3.5 MW of production capacity).

When advanced potable water treatment is required (for example seawater desalination)

or that source water is required to be transported any appreciable distance, the power savings

increase to 290,000 kph per day or 12 MW of production capacity. This represents 11% of

the total power consumption within the 70,000 unit comrnunity7.

Wastewater units, with their have significant land holdings set aside as setback areas for

odor, noise and aesthetic controls, can deploy significant power generation capacities. The
Arizona Deparhnent of Environmental Quality require that treatment systems provide a

minimum of 350 feet of' setbacks. A nominal DEW site parcel, 1100 ft by l300.ft, provides

approximately 20 acres of available land for power production such as photovoltaic solar power,

stifling engine solar power and/or biogas cogeneration. In the case of photovoltaic solar

generation, this provides an area for 4 to 5 MW of generation. These distributed facilities can
become net producers of power during the day as shown in Figure 14, and producing 28% of the

required power at build-out (10 MGD).

II

7 The average household pour consumption in Arizona is 1,104 kWh/month (U.S. DOE EIA, 2006). For a
community of 70,000 dwelling units, the average daily consumption would be2,576,000 kph.

"Arizona Administrative Code R18-.9-8201,I.
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FIGURE 12. Potential solar energy production from distributed water reclamation facilities .

Further, the integration of water reclamation and power generation facilities can serve to

shave the peaks of the power demand. The diurnal demand for water generally follows the sun:

water demand is highest during the day. By deploying solar power systems at water reclamation

facilities that are producing power during these high demand periods, the instantaneous power

consumption can be provided by the solar system, greatly reducing the amount of "spooling"

power required to be avai lable (that is,  the power production capaci ty required to be

instantaneously available for use).

The deployment of water recycling then, means substantially less power production

capacity will be needed, and the availability of land around distributed water reclamation

facilities allows forsubstanrjal power generation. Water recycling significantly reduces water

consumption, reduces capital expenditures for power production and transmission facilities, and

substantially reduces the production of greenhouse gases. The elimination of greenhouse gas

release to the atmosphere will increase the stability of our environment, and decrease variability

in water availability.
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COST OF POWER

In 2005> Arizona Public Service (APS) increased service rates by 9,21%. In 2006, the

Arizona Corporation Commission approved an emergency rate application of 9% as temporary
relief during the consideration of a 2007 rate increase application. That 2007 proceeding

resultedin a further 6.8% increase. In 2008, APS filed for an additional 20-7% increase (Arizona
Public Service, 2005-2008)

Compounded,these increases, unrecoverable by regulated water and wastewater utilities
outside a general rate proceeding, represent an increase of 53% in the past four years.

The trend for higher power costs will continue unabated. Increasing demand for
worldwide for fossil fuels, decreasing availability of hydroelectric capacity, and the significant
regulatory hurdles to construct new facilities will conspire to ensure that power costs continue to
rise. Future rate increases are expected to increase power costs an additional 50% over 2008
levels over the next five year period.

Employing power efficient water throughout a service areaprovides a hedge against these
higher costs.

CONCLUSIONS

Water scarcity and the energy intensity of water place extreme pressure on natural
resources and power systems. While meeting water treatment objectives through advanced
technologies can be achieved, in some cases these technologies exact a substantial power

penalty. The water/energy nexus, that link between power Md water, demands that the most

power efficient systems be deployed. first, and then augmented by power intensive technologies
for only the minimum volumes associated with potable water production.

4

That most efficient water resource is recycled water: I

1. Water re-use is the most power-efficient water source available. Keeping the water
on the surface, and using it locally decreases the specific power consumption

(kph/DU/d) by 25% to 50%, resulting in a cemmuI11'ty-level power consumption
reduction of 11%.

2. Regional water recycling planning efforts focus on maximizing reuse. Water reuse is

the most water-efiicient source available, offering a 40% to 60% reduction in the
water consumption over conventional distribution plans

Regional water recycling planning deploys water reclamation facilities throughout the

community, allowing water to be manufactured and used locally iixrther reducing

water txansp oration energy consumption.

3.
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4. A regional water recycling plan allows for deployment of irrigation systems acid the

establishment of greenpeace in commuuides, which also reduce the overall power

demand by encouraging the temperature moderating effects of these spaces.

5. Regional Water Reclamation Faci l i t ies can be conf igured into Distributed

Energy/Water sites to generate a signif icant amount of energy from renewable

technologies. In a photovoltaic solar application, power can be generated on-site to

reduce power consumption by 28%.

Go'mg deeper and farther for water means higher power consumption. Using water most

efficiently reduces this impact. A recycled water efficiency plan is, therefore, a de.facr» :t energy

conservation plan.
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GLOBL WATER

Willow Valley Water Company

Global water - Willow Valley Water Company (WVWC) held a public Meeting
to discuss Water Color and Quality on August 29"', 2007. At this meeting,
Global Water presented a System Improvement Plan including general
information on completed, active, and planned projects.

As promised, in our efforts to keep the customers informed, we will include a
Pr09ress report with your monthly billing statements. Global Water will also
keep a to-date progress report on our website @ www.awresources.com. The
link for this report is currently under construction and we will notify you
upon its completion.

In the reports, I will continue to address the main concerns brought forth in
the Public Meeting:

•

•

•

Brown or Tea colored water
Solids in the water
Service outages
Low pressure
Water Safety

On the opposite side of this mailer, we have attached more information
related to your concerns and the System Improvement Plan.

Global Water looks forward to working with our Willow Valley Customers as
we improve the wvwc water system.

Respectfully,

294 ?4t¢"*"t'=9
R o n  F l e m i n g
G e n e r a l  M o n a  E r
G l o b a l  W a t e r  -  W e s t  V a l l e y  R e g i o n

J'



GLOBAL WATER

Water Qualitv

All Global Water utilities produce and distribute water that meets all federal and state water qualilv criteria. Our
waters are monitored for all regulated contaminants in accordance with the Safe Drinking Wafer Ac! (SDWA). In
Mohave County, the SDWA is adnoinistered by the Arizona Department ofEnvilonrnental Quality (ADEQ). In order
to assure protection of your drinldng water and to distribute safe potable water in accordance with the SDWA, we
add sodium hypochlorite (chlorine) for disinfection, Sodium Hypochlorite is a disinfectant and an oiddazit. The
addition of sodium hypochlorite causes a chemical reaction with the iron and manganese, making them return to a
solid state. When iron and manganese become solid, they cause the water to mm brown. Unfortunately, the more
disinfectant we add to provide safe drinking water, the darker the water becomes.

Brown or "Tea" colored water is a problem in the Mohave Valley area but it is not a safety issue, it is an appearance
issue. Iron and manganese are naturally occurring minerals that humans can safely consume However, due to the
water color problems associated wide these two minerals, Willow Valley Water Company is working to minimize
the coloration effect.

Global Water is committed to sewing the highest quality water and are working closely with the Arizona
Department of Environmental Quality on the progress of our efforts. Your continued patience and understanding is
greatly appreciated.

System Improvement Plan

CompletedProjects:
• WVWC has installed new chlorine injection systems that help ensure water is properly disinfected.
• WVWC has installed auto-dialer alarm systems that notify our staff in the event there are operational issues

at our facilities. This helps prevent and shorten service outages.
WVWC has identified all existing water lines and has perfumed a Hydraulic Model to establish
disUibudon system performance. This model will assist in planning system improvements so that we
maximize projects that will benefit the entire system and all customers.
WVWC has installed automatic flushing devices and has an active flushing procedure.
WVWC has pilot tested new Iron & Manganese Removal Systems. These tests were very successful,
virtually removing 100% of these minerals.

HI

Active Prob acts :
• WVWC will install a new removal system at our Unit17 Water Distribution Center (WDC) along with a

new water source and electrical upgrades. Unit 17 WDC provides water to the tire system except for the
Cimmaron Development. This project will improve water clarity, and will improve reliability of service.

o This projected is scheduled for completion February 2008
WVWC will perform complete site improvements, including upgrades to existing removal systems,
electrical and mechanical systems, at the other Water Distribution Centers including Cimniaron and King
SIIeet_ These ongoing projects will improve water clarity and service reliability .

o Projects are ongoing but scheduled for completion First Quarter 2008
WVWC will install new water mains, water line loops, and install new valves where needed as determined
by the Hydraulic Model. These additions vwll allow us to improve water pressure and service reliability
while allowing us to isolate fewer customers during line breaks and repairs.

Projects are ongoing but scheduled for completion First Quarter 2008o

PlannedProjects:
• Existing pipeline infrastructure is approaching the end of its useful title. In addition to line failures, these

underground pipelines have substantialIronac Manganese build-up. This build-up will continue to convey
color and solids to residences even after the completion of the active projects. Eventually, WVWC will
need to begin a waterline replacement pro gram for the entire watersystein. This will require a significant
TEAM effort between WVWC andour customers.



GLO BAL WATER

willow Valley Water Company

I

Global Water Willow Valley Water Company (WVWC) is actively deploying a
System Improvement Plan. Global Water will include a progress report with
your monthly billing statements that will outline important information on
completed, active, and planned Projects. In addition, Global Water will keep
a to-date progress report on our website. The link for this report is complete
and can be found on the wvwc page at www.qwresources.com

On the opposite side of this mailer, we have included infonnation related to
the System Improvement Plan. Global Water is committed to sewing the
highest quality water and we are working closely with the Arizona
Department of Environmental Quality (ADEQ) on the progress of our efforts.
Your continued patience and understanding is greatly appreciated as we
work together to improve the WVWC water system.

Res pectfuILy,

E t  W M ?
Ron Fleming
General Manager
Global Water - west Valley Region



GIJGBAL WATER

System Improvement Plan
(New Updates are highlighters)

Completed Projects: .
WVWC has installed new chlorine 'u1je4:tiou systems that help ensure water in properly disinfected.
WVWC has installed auto-dialer alarm systems dirt notify our staff in the event there are operational issues
at our facilities. This helps prevent and shorten service outages.
WVWC has identified all existing water lines and has perfumed a Hydraulic Model to establish
distribution system performance. This model will assist in planning system improvements so that we
maximize projects that will beneilt the entire system and all customers.
WVWC has installed automatic flushing devices and has an active flushing procedure.
WVWC has pilot tested new Iron & Manganese Removal Systems- These tests were very successful,
virtually removing 100% of these minerals.

•

l

o

o

Active Projects:
Unit 17 Water Distribution Center (WDC) Improvement Project is scheduled for completion
February2008: WVWC wail install a new removal system at our Unit 17 WDC along with a new water
source, electrical and mechanical upgrades. Unit 17 WDC provides water to the entire system except for
the Cimarron Development. This project will improve water clarity and reliability of service.

WVWC has submitted complete design documents to ADEQforpcrniitting.
o WVWC has issued u Purchase Contract with supplier of new Removal .Sjfsfcnn

King Street WDC Improvement Projects are ongoing but scheduled for completion First Quarter
2008: WVWC will perform complete site improvements, including upgrades to existing removal systems,
electrical and mechanical systems. These ongoing projects will improve water clarity and service reliability
for the King Street area. The site will be used as support for die Unit 17 WDC.

WVWC has pm-_formed electrical upgrades at distribution center improving reiiabrWty.
CimmarOn WDC Improvement Project are ongoing but scheduled for completion First Quarter
20081 WVWC will perfolm complete site improvements, including upgrades to existing removal systems,
electrical and mechanical systems. These ongoing projects will improve water clarity and service reliability
for the Ciimnerou Development.

o WVWC' has performed electrical upgrades err distribution center improving reliability.
Waterline Distribution System Projects will be ongoing: WVWC will install new water mains, water
line loops, and install new valves where needed as determined by the Hydraulic Model. These additions
will allow us to improve water pressure and service reliability while allowing us to isolate fewer customers
during line breaks and repairs.

o WVWC has installed new control valves in Sn-afcgic areas as to minimize the nwnber of
customers ejected by outages.
WVWC has insfalied a new waterline loop in the Commercial Street area.o

I

Planned Projects:
I Existing pipeline inli'astmctnre is approaching the end of its useful life. In addition to line failures, these

underground pipelines have substantial Iron 8: Manganese build-up. This build~up will continue to convey
color andsolids to residences even after the completion of the active projects. Eventually, WVWC will
need to begin a waterline replacement program for the entire water system. This will require a significant
TEAM effort between WVWC and our customers.



The Willow valley Water Company (WVWC) continues to advance system-
wide improvements increasing the reliability of equipment and improving
iron and manganese removal. Details of progress on our various projects is
included on the reverse of this insert. In addition, Global Water maintains an
up-to-date progress report on our website, and it can be accessed at
http:1 [www.qwresources.oom [system-improvemenb plan.php

Global Water is Working Hard to Improve Our
Willow Valley Water Company
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While the water provided by wvwc meets all National Primary Drinking
Water Standards, Global Water is working closely and directly with the
Arizona Department of Environmental Quality (ADEQ) to improve the
aesthetic qualities of the water associated with iron and manganese. Your
continued patience and understanding is greatly appreciated as we work
together to improve the wwvc water system.

Respectfully,

204 ?l¢'~4'¢9
Ron Fleming
General Manager
Global Water - West Valley Region



GUOBAL WATER

System Improvement Plan
(PROGRESS is HIGHLIGHTED BELOW)

l

Completed Projects:
• WVWC has installed new chlorine injection systems the help ensure water is properly disinfected.
| WVWC has installed auto-diader alarm systems that notify our staff in the event there are operational issues

at our facilities. This helps prevent service outages.
WVWC has identified all existing water lines and has performed a Hydraulic Model to establish
distribution system performance. This model assists in planning system improvements to maximize benefits
to the system as a whole.
WVWC has installed automatic flushing devices and operates an active flushing program to reduce the
build up of iron and manganese in the water pipelines. ,
WVWC has selected and issued Notice to Proceed for the installation of new iron and manganese removal
systems.
Global Water has assigned our West Valley Region Water Treatment Supervisor to the area. He will
work closely with local staff while overseeing all technical improvements to the WVWC system .

O

O

O

O

0

x,

O

Active Projects :
• Unit 17 Water Distribution Center (WDC) Improvement Project is scheduled for completion

February 2008: WVWC will install a new iron and manganese removal system at our Unit 17 WDC along
with a new water source, and electricaljmechaoical upgrades. This project will improve water clarityand
reliability of service, ,

WVWC has submitted complete design documents to ADEQ for permitting.
WVWC has issued a Purchase Contract with the supplier of the new Removal System.
WVWC has selected Felix Construction Company (FCC) as General Contractor for all
planned Facility Improvements. FCC will mobilize to Willow Valley and begin preparatory
work in December 2007.

King Street WDC Improvement Projects are ongoing and scheduled for completion First Quarter
2008°  WVWC will perform complete site improvements, including upgrades to the existing iron and
manganese removal systems, and electrical/mechanical systems. These ongoing projects will improve
water clarity and service reliability for the King Street area. The site will be used as support for the Unit l'7
WDC.

o WVWC has performed electrical upgrades at distribution center improving reliability .
FCC is contracted to complete additional improvements on this site while in Willow Valley

Cimmaron WDC Improvement Projects are ongoing and scheduled for completion First Quarter
2008: WVWC will perform complete site improvements, including upgrades to the existing iron and
manganese remove systems,and electrical/mechanicalsystems. These ongoing projects will improve
water clarity and service reliability for the Cimmaron Development.

WVWC has performed electrical upgrades at distribution center improving reliability.
o FCC is contracted to complete additional improvements on this site while in Willow Valley

Waterline Dis"tributionSystem Projects will be ongoing: WVWC will install new water mains, water
line loops, and install new valves where needed as determined by the Hydraulic Model. These additions
will allow us to improve water pressure and service reliability.

WVWC has installed new control valves in strategic areas as to improve our ability to re-direct
water, isolate line breaks, and reduce the number of customers affected by failures.
WVWC has installed anew waterline loop in the Commercial Street area.o

Planned Projects:
• Much of the existiNgpipeline infrastructure is approaching the end of its useful life. A long-term pipeline

replacement project will be instituted to allow for the rehabilitation of this network. Following inferior
installation, the distribution system was ignored for many years. Because of this, the pipelines currently
suffer lion occlusion (build up of iron and manganese deposits). The rectification of these issues will
require a significant effort



The Willow Valley Water Company (WVWC) continues to advance system-
wide improvements increasing the reliability of equipment and improving
iron and manganese removal. Details of progress on our various projects are
included on the reverse of this insert. In addition, Global Water maintains an
up-to-date progress report on our website, and it can be accessed at
http:[[www.qwresources.com [ system-improvement-plan.php

Global Water is Working Hard to Improve Our
Willow Valley Water Company
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While the water provided by wvwc meets all National Primary Drinking
Water Standards, Global Water is working closely and directly with the
Arizona Department of Environmental Quality (ADEQ) to improve the
aesthetic qualities of the water. Your continued patience and understanding
is greatly appreciated as we work together to improve the wvwc water
system.

Respectfully,

RM Flaming
Ron Fleming
General Manager
Global Water - West Valley Region



GLDBML WATER

System Improvement Plan
(PROGRESS IS HIGHLIGHTED BELOW)

Completed Projects:
| WVWC has installed new chlorine injection systems that help ensure water is properly disinfected.
• WVWC has installed auto-dialer alarm systems that notify our staff in the event there are operational issues

at our facilities. This helps prevent service outages.
WVWC has identified all existingwater lines and has performed a Hydraulic Model to establish
distribution system perfonnance. This model assists in planning system improvements to maximize benefits
to the system M awhile.
WVWC has installed automatic flushing devices and operates an active flushing program to reduce the
build up of iron and manganese in the water pipelines.
Global Water has assigned our West Valley Region Water Treatment Supervisor to die area. He will work
closely with local stalffwhile overseeing all technical improvements to the WVWC system.

o
o

o

O

Active Projects :
Unit 17 Water Distribution Center (WDC) Improvement Project is scheduled for completion
February 2008: WVWC will install a new iron and manganese removal system at our Unit 17 WDC along
with anew Water source, and electrical/mechanicd upgrades. This project will improve water clarity and
reliability of service.

WVWC has submitted complete design documents to ADEQ for permitting.
WVWC has received the equipment for the new removal system.

o Felix Construction Company (FCC) is nearing completion of this project.
King Street WDC Improvement Projects are ongoing and scheduled for completion First Quarter
2008: WVWC will perform complete site improvements, including upgrades to the existing iron and
manganese removal systems, and electrical/mechanical systems. These ongoing projects will improve
water clarity and service reliability for the King Street area, The site will be used as support for the Unit 17
WDC.

o WVWC has performed electrical upgrades at distribution center improving reliability.
FCC is contracted to complete additional improvements on this site while in Willow Valley

Cimmaron WDC Improvement Projects are ongoing and scheduled for completion First Quarter
200B: WVWC will perform complete site improvements, including upgrades to the existing iron and
manganese removal systems, and electrical/mechanical systems. These ongoing projects will improve
water clarity and service reliability for the Cimmaron Development.

WVWC has performed electrical upgrades at distribution center improving reliability.
o FCC is contracted to complete additional improvements on this site while in Willow Valley

Waterline Distribution System Projects will be ongoing- WVWC vvili install new water mains, water
line loops, and install new valves where needed as determined by the Hydraulic Model. These additions
will allow us to improve water pressure and service reliability .

o WVWC has installed new control valves in strategic areas as to improve our ability to re~direct
water, isolate line breaks, and reduce the number of customers affected by failures .
WVWC has installed a new waterline loop in the Commercial Street area.o

Planned Projects:
Much of the existing pipeline infrastructure is approaching the end of its useful life. A long~term pipeline
replacement project will be instituted to allow for the rehabilitation of this network, Following inferior
installation,the distribution system was ignored fur many years. Because of this, the pipelines currently
suffer atom occlusion (build up of iron and manganese deposits). The rectification of these issues will
require a significant effort.

•



The Willow Valley Water Company (WVWC) continues to advance system-
wide improvements increasing the reliability of equipment and improving
iron and manganese removal. Details of progress on our various projects are
included on the reverse of this insert. In addition, Global Water maintains an
up-to-date progress report on our website, and it can be accessed at
http: [ [www.gwresources.com [system-im provement-plan.php

Global Water is Working Hard to Improve Our
Willow Valley Water Company
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While the water provided by wvwc meets all National Primary Drinking
Water Standards, Global Water is working closely and directly with the
Arizona Department of Environmental Quality (ADEQ) to improve the
aesthetic qualities of the water. Your continued patience and understanding
is greatly appreciated as we work together to improve the wvwc water
system.

Respectfully,

Ron F l e m i n g
Ron Fleming
General Manager
Global Water - West Valley Region
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GLQBAL WATER

Svstem Improvement Plan
(UPDATES ARE HIGHLIGHTEI) BELOW)

Completed Projects:
WVWC has installed new chlorine injection systems that help ensure water is properly disinfected.
WVWC has installed auto-dialer alarm systems that notify our stair in the event there are operational issues
at our facilities. This helps prevent service outages.
WVWC has identified all existing water lines and has performed a Hydraulic Model to establish
distribution system performance. This model assists in planning system improvements to maximize benefits
to the system as a whole.
WVWC has installed automatic flushing devices and operates an active flushing program to reduce the
buildup of iron and manganese in the water pipelines.
Global Water has assigned our West Valley Region Water Treatment Supervisor to the area. He will work
closely with local staff while overseeing all technical improvements to the WVWC system.

•

•

o
o

O

Active Projects'
• , Unit 17 Water Distribution Center (WDC) Improvement Project is scheduled for completion

February 2008: WVWC will install a new iron and manganese removal system at our Unit 17 WDC along
with a new water source, and electrical/mechanical upgrades. This project will improve water clarity and
reliability of service.

o WVWC has received the Approval To Construct permit Rom ADEQ.
o Felix Construction Company (FCC) is nearing completion of this project.

King Street WDC Improvement Projects are ongoing and scheduled for completion First Quarter
2008. WVWC will perform complete site improvements, including upgrades to the existing iron and
manganese removal systems, and electricalfmechanicai systems. These ongoing projects will improve
water clarity and service reliability for the King Street area. The site will be used as support for the Unit 17
WDC.

WVWC has performed electrical upgrades at distribution center improving reliability.
FCC is contracted to complete additional improvements on this site while in Willow Valley

Cimmaron WDC Improvement Projects are ongoing and scheduled for completion First Quarter
2008: WVWC will perform complete site improvements, including upgrades to the existing iron and
manganese removal systems, and electrical/mechanical systems. These ongoing projects will improve
water clarity and service reliability for the Cimmaron Development.

WVWC has performed electrical upgrades at distribution center improving reliability.
o FCC is contracted to complete additional improvements on this site while in Willow Valley

Waterline Distribution System Projects will be ongoing: WVWC will install new water mains, water
line loops, and install new valves where needed as determined by the Hydraulic Model. These additions
will allow us to improve water pressure and service reliability.

o WVWC has installed new control valves in strategic areas as to improve our ability to re-direct
water, isolate line breaks, and reduce the number of customers affected by failures .
WVWC has installed a new waterline loop in the Commercial Street area.O

PlannedProjects'
\ Much of the existing pipeline infrastructure is approaching the end of its useful life. A long-term pipel'me

replacement project will be instituted to allow for the rehabilitation of this network. Following substandard
installation, the distribution system was ignored for many years. Because ofdiis, the pipelines currently
suffer firm occlusion (build up of iron and manganese deposits). The rectification of these issues will
require a significant effort.



Willow Valley Water Company

Global Water - Willow Valley Water Company (WVWC) is actively deploying a
System Improvement Plan. Global Water will include a progress report with
your monthly billing statements that will outline important information on
completed, active, and planned Projects. In addition, Global Water will keep
a to-date progress report on our website. The link for this report is complete
and can be found on the wvwc page at www.qwresources.com

On the opposite side of this mailer, we have included information related to
the System Improvement Plan. Global Water is committed to sewing the
highest quality water and we are working closely with the Arizona
Department of Environmental Quality (ADEQ) on the progress of our efforts.
Your continued patience and understanding is greatly appreciated as we
work together to improve the WVWC water system.

Respectfully,

Q 7¢;,*..¢,,9

R o n  F l e m i n g
G e n e r a l  M a n a g e r
G l o b a l  W a t e r  -  W e s t  v a l l e y  R e g i o n

GLGBAL WATER



GLOBAL WATER

System Improvement Plan

CompletedProjects :
n WVWC has instalieO new chlorine injection systems that help ensure water is properly disinfectecl.
v WVWC has installedauto-dialer alarm systems that notify our staff in the event there are operational issues

at our facilities. This helps prevent and shorten service outages..
WVWC has ic1enti§ed all existing water lines andlias performed a Hydraulic Model to establish
distdbulion system pedbrmance. This model will assist in planning system improvements so drat we
inamdmize projects that will benefit the Andre system and all customers.
WVWC has 'installed automatic flushing devices and has an active flushing procedure.
WVWC bas pilot tested new Iron & Manganese Removal Systems. These tests were very successful,
virtually removing 100% of these minerals.

a
r

O

Active Projects :
• Unit 17 Water Distribution Center (WDC) Improvement Project is scheduled for completion

February 2008: WVWC will install a new removal system at our Unit 17 WDC along with a new water
. source, electrical and mechanical upgrades. Unit 17 WDC provides water to the entire system except for

the Cimarron Development. This project will iznprove water clarity and reliability of service.
o WVWC has submitted complete design documents to ADEQ_)%rpermilting.
o WVWC has issued a Purchase Controet with supplier of new Removal System.

King Street WDC Improvement Projects are ongoing but scheduled for completion First Quarter
2008: WVWC will perform complete site improvements, including upgrades to existing removal systems,
electrical and mechanical systems. These ongoing projects will improve water clarity and service reliability
for the King Street area. The site will be used as support for the Unit 17 WDC.

WVWC has performed electrical upgrades at dzl.s'tributiot1 center improving reliczlzility.
Cimmaron WDC Improvement Projects are ongoing but scheduled for completion First Quarter
2008: wvwc will perform complete site improvements, including upgrades to existing removal systems,
electrical and mechanical systems, These ongoing prob eats will improve water clarity and service reliability
for the Cimmaron Dev elopement.

o WVWC has pevjbrmed electrical upgrades at distribution center improving reliability.
Waterline Distribution System Projects will be ongoing: WVWC will install new water mains, water
line loops, and install new valves where needed as determined by the Hydraulic Model. These additions
will allow us to improve water pressure and service reliability while allowing us to isolate fewer customers
during line breaks and repairs.

o WVWC has installed new control valves in strategic areas as ro minimize the number ofcustomers
affected by outages.
WVWC' has installed a new waterline loop in the Commercial Street area.o

Planned Probectsl
• Existing pipeline infrastructure is approaching the end of its useful life. In addition to line failures, these

underground pipelines have substantial Lion & Manganese build-up. This build-up will continue to convey
color and solids to residences even after the completion of the active projects. Eventually, WVWC will
need to begin a waterline replacement program for the entire water system, This will require a significant
TEAM effort between wvwc and our customers .

\



GLOBAL WATER

Willow Valley Water Company

invites you to attend a

Public Meeting

Water Color & Quality
to discuss

August 29th, 2007, 6:00 - 7:00 pm

Mohave Val|ey Elementaw Cafeteria
1419 Willow Avenue

Mohave valley Az, 86440

Directions: Highway 95 to Willow Ave/West on willow Ave to Mohave Valley Elementary

Agenda :
l Introduction of Global Water - Willow Valley Water Company Staff

Water Quality in Mohave Valley
l Health, Safety & Regulatory Compliance of Willow Valley's water
I Planned system improvements - including timelines
I Review of progress to-date on system improvements
- Open Question & Answer session

On the opposite side of this invitation, we have attached general .
information about water quality. Global Water technical staff will be present
to answer your questions.

Res pectfu I Ly,

Ron Fleming

Ron Fleming
General Manager
Global Water - West Valley Region



GLOBAL WATER

Water Quality Information

General customer complaints:
Brown or "Tea" colored water
Iron in the water
Clothing stains

•

General information:
Brown or "Tea" colored water is a problem in the Mohave Valley area but it is not a safety issue, it is an appearance
issue. The color is caused by a chemical reaction between ehlor'me which we add to ensure its safety, and the high
levels of iron and manganese found 'm Mohave Valley water.

Low levels of iron and manganese are commonly found in drinking water. In Mohave Valley, unique water and
geological conditions increase the levels of iron and manganese 'm our water. hon and manganese are not considered
regulated contaminants, they are naturally occurring Minerals that humans can safely consume.However, due to the
water color problems associated with these two minerals, Willow Valley Water Company is working to minimize
the coloration effect.

Water Chemistry Problem: ,
In order to assure protection of your drinking water and to distribute safepotable water in accordance with the Safe
Drinking Water Act, we add sodium hypochlorite (chlorine) for disinfection. Sodium I-Iypochlorite is a disinfectant
and an oxidant, The addition of sodium hypochlorite causes a chemical reaction with the iron and manganese,
making themretum to a solid state. When iron and manganese become solid, they cause the water to tum brown.
Unfortunately, the more disinfectant we add to provide safe drinking water, the darker the water becomes. If we
don't disinfect the water, we would violate the Safe Drinking Water Act and endanger public health.

Health Effects:
"Brown" or "Tea" colored water is NOT a health concern. As mentioned previously, Iron and Manganese are not
regulated by the Safe DrinLklu1g Water Act, the same Act that requires us to disinfect the water.

Indications:
"Brown" or "Tea" colored water interferes with almost every cleaning task, &om laundry and dishwashing to
bathing and personal grooming. Clothes washed in brown water may stain especially if household bleach or laundry
soap with bleach is used. Additionally, pool water may become browner with the addition of more chlorine.

What we plan to do abut this:
WVWC is currently in the planning, engineering, and permitting phase of a System Improvement Project. This
project will include additional water sources, new iron and manganese removal systems, improvements to existing
distribution facilities and '1nt'rasUructure.

'I

More information:
WVWC is committed to serving the highest quality water and are working closely with the Arizona Department of
Environmental Quality on the progress of our efforts. Your continued patience and understanding is greatly
appreciated. The drinking water produced and distributed by Global utilities is monitored at iiequencies determined
by the SDWA. More information can be found by visiting the Global Water website and viewing the data in the
annual water quality reports (Consumer Confidence Reports). We are required to produce these reports annually
and have them available to each customer we serve tidier by direct mail or anodier form of advertisement,

A11 Global Water utilities produce and distribute water that meets all federal and state water quality criteria. Our
waters are monitored for all regulated contaminants in accordance with the Safe Drinking Water Act (SDWA). In
Arizona, the SDWA is administered by the Arizona Department of Environmental Quality (ADEQ). In some cases,
e_g. Maricopa County, ADEQ has delegated the authority for administering the SDWA to other agencies. In
Maricopa County, the Maricopa County Environmental Services Department MCESD) regulates water quality.



GLOBAL WATER

Willow Valley Water Company

Public Meeting

Water System Improvements

invites you to attend a

to discuss ongoing

July17"',zoos, 6:00 - 7:00 pm

Willow Valley Club House
549 Gordon Street

Mohave Valley Az, 86440

Highway 95 to King St/west on King St/Right at Dike Rd/Right on Kingsley/Left on Gordon to Club House

Agenda:
Review of topics from let Public Meeting including

o Global Water
o Water Quality in Mohave Valley
o Health, Safety 81 Reguatory Compliance of Willow Valley's water

Review of completed projects
Additional planned system improvements
Open Question & Answer session

On the reverse side of this invitation, we have attached more information about
our System Improvement Plan. In addition, you can find more information about
WVWC's water color &° quality on our website @www.2wresources.com

Respectfully,

Ron Fleming

Ron Fleming
General Manager .-- West Valley Region



GLOBAL WATER

System Improvement Plan

•

•

CompletedProjects:
WVWC has installed new chlorine injection systems that help ensure water is properly
disinfected.
WVWC has installed auto-dialer dorm systems that notify our staff in the event there are
operational issues at our facilities. This helps prevent service outages.
WVWC has identified all existing water lines and has performed a Hydraulic Model to
establish distribution system performance. The model assists in planning system
improvements to maximize benefits to the system as a whole.
WVWC has installed automatic flushing devices and operates an active flushing program
to reduce the buildup of iron and manganese in the water pipelines .
Unit 17 Water Distribution Center (WDC) ImprovementProject: WVWC has
installed a new iron and manganese removal system at our Unit 17 WDC along with a
new water source, and electrical/mechanical upgrades. This project has improved water
clarity and reliability of service.
King StreetWDC Improvement Project: WVWC has performed miscellaneous site
improvements, including upgrades to the existing iron and manganese removal systems,
and electrical/mechanical systems. This has improved water clarity and service reliability
for the King Street area. The site will be used as support for the new Unit i7 WDC.

•

Active Projects:
o CimmaronWDC Improvement Projects is scheduled for completion June 2008:

WVWC will perform complete site improvements, including upgrades to the existing iron
and manganese removal systems, and electrical/mechanical systems. These ongoing
projects will improve water clarity and service reliability for the Cimmaron
Development.

• Waterline Distribution System Projects will be ongoing as needed:WVWC will
install new water mains, water line loops, and install new valves where needed as
determined by Me Hydraulic Model. These additions will allow us to improvewater
pressure and service reliability.

o WVWC has installed new control valves in strategic areas as to improve our
ability to re-direct water, isolate line breaks, and reduce the number of customers
affected by failures .

Planned Projects:
• Much of the existing pipeline infrastructure is approaching the end of its useful life. A

long-tenn pipeline replacement project will be instituted to allow for the rehabilitation of
this network. Following substandard installation, the system was ignored for many years.
Because of this, the pipelines currently suffer iron occlusion (build up of iron and
manganese deposits). The rectification of these issues will require a significant effort.

I



GLOBAL WATER

Willow Valley Water Company
Willow Valley Water Company (WVWC) has successfully commissioned the new iron and
manganese removal system at the Unit 17 Water Distribution Center (WDC). This WDC provides
service to all residents except customers that live in the Lake Cimmaron Development. Lake
Cimmaron is supplied by a separate WDC which is currently being improved under a separate
project. As discussed in the Public Meeting on Aug 29'h, 2007, in the first stage of aesthetic
improvements it is imperative to remove these minerals at the source well when the water is
pumped out of the ground.Testingof thenewremovalsystem has confirmed greaterthan
95% removal of these inorganic contaminants.

This newly treated water will continue to be distributed through existing pipelines that have
significant scale accumulation. It can be expected that this scalewill continue to cause
discoloration and some debris as the scale loosens in the presence of the treated water.
wvwc will continue to flush pipelines to address this. Although it is hard to predict how long
this condition will last, the distribution system will begin to clear up and you will see an
improvement.

While the scale and color are not health issues, we remain committed to improving the
aesthetic qualities of the water. Please refer to the WVWC Consumer Confidence Report,
monthly informational mailers (copied on reverse side of this notification), and our website
www.gwresources.cornfor more information about the cause and safety of"tea" colored
water.

Global Water has begun the engineering activities required to improve the distribution
network; this project is in planning and will take a significant team effort between WVWC and
our customers. Further updates will continue in the standard monthly mailer and Global Water
plans to hold a second Public Meeting in the near future. As soon as we have selected a date,
we will distribute an invitation.

We appreciate your continued patience and cooperation as we continue to improve our Willow
Valley Water Company.

Respectfully,

Ron Fleming
Ron Fleming
General Manager
Global Water - West Valley Region



GLOBAL WATER

Water Quality

AH Global Water utilities produce and distribute water that meets all federal and state water quality criteria. Our
waters are monitored for all regulated contaminants in accordance with the Safe Drinking Water Act (SDW A). In
Mohave County, the SDWA is administered by the Arizona Department Of Environmental Quality (ADEQ). In order
to assure protection of your drinking water and to distribute safe potable water in accordance with the SDWA, we
add sodium hypochlorite (chlorine) for disinfection. Sodium Hypochlorite is a disinfectant and an oxidant. The
addition of sodium hypochlorite causes a chemical reaction with the iron and manganese, making them return to a
solid state. When iron and manganese become solid, they cause the water to turn brown. Unfortunately, the more
disinfectant we add to provide safe drinking water, the darker the water becomes .

Brown or "Tea" colored water is a problem in the Mohave Valley area but it is not a safety issue, it is an appearance
issue. Iron and manganese are naturally occurring minerals that humans can safely consume.However, due to the
water colorproblems associated with these two minerals, Willow Valley Water Company is worldng to minimize
the coloration effect.

Global Water is committed to serving the highest quality water and we are working closely with the Arizona
Department of Environmental Quality on the progress of our efforts.
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CodeofPractice: GER-CP-EX-DEF

GLOBAL WATER RESOURCES <GwR)

CODE OFPRACTICE

GWR- CP-EX-D E F

*

DEFINITIONS

PROHIBITED WASTE

ProI111Jited Waste means material or wastestreams that shall not be discharged to collection systems
operated by GWR- SpeciEcally, tbs includes :

Cu;1_taminzu1t W_a_ste

Any waste other than sanitary waste w].1ic].1, by itself or in combination with another substance, is
capable of creating, causillg or introducing an air contaminant outside any sewer or sewage facility
or is capable of creating, causing or introducing an air contaminant within any sewer or sewage
facility which would prevent safe entry by authorized personnel.

Flammable Ar Explosive Waste

is

Any waste which, by itself or in combination with another substance, is capable of causing or
contributing to an explosion or supporting oombu$.tion in any sewer or sewage facility including,
but not limited to gasoline, uaphtlm, propane, diesel, fuel oil, kerosene or alcohol.

• I.\

Reactive Waste

Any waste which, by itself or in combination with another substance, is capable of causing or
contributing to an undesirable physical or chemical reaction when introduced to sanitary sewer
systems, including: endothermic reactions, exothermic reactions, precipitation etc.

Obstructive Waste

Any waste which, by itself or in combination with another substance, is capable of obstructing the
flow of, or interfering with, the operation or perfonnauce of any sewer or sewage facility
including, but not limited ro: earth, sand, sweepings, gardening or agricultural waste, ash,
chemicals, paint, metal, glass, scalps, rags, clown, tar, asphalt cement-based products, plastic;
wood, waste portions of animals, Tish or fowl, and solidified fall

Corrosive Waste

Any waste did; corrosive properties which, by itself or in combination with any Adler substance,
may cause damage to any sewer or sewage facility or which may prevent safe entry by authorized
personnel.

Hi E11 Temp eraMre Waste;

A high temperature waste is:

-

Rzvisionr GWR-CP-EX-DEF (002) Responsible Agent: Operations 8; Compliance

GLOBAL WATER

Confirm Revision Prior to Relcaso
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G Lo BALWATER
Code of Practice: GWR-CP-EX-DEF

a.

G.

Any waste which,  by i tself  or in ccmbinaf iou with another substance, wi l l  create heat in
amounts  which wi l l  interfere wi l l  the operat ion and maintenance of  a sewer or sewage
facil ity or with the treatrneut of waste in a sewage facil i ty,
Any waste which wi l l  raise the temperature of  waste entering any sewage fac i l i ty  to 40
degrees Celsius (104 degrees Fahrenhett) or more,
A ny  non-dom es t i c  was t e  w i t h  a  t em pera t u re  o f  65  degrees  Ce l s i us  (150  degrees
Fahrenheit) or more.

B iomedica l \V_aste

Any of  the fol lowing categor ies  of  b iomedical  was te:  human anatomical  was te,  animal  was te,
uuireated Mic-robiological waste, waste sharps and untreated human blood and body fluids.

Mjscellageous Prohibited Wastes

Any waste, other than sanitaly waste, which by itself or in combination with anorlter substance:

a-

b-

C-

constitutes or may oonstimte a significant health or safety hazard to any person,
may interfere with any sewer or sewage treatment process,
may cause a discharge from a sewage facility to contravene any reqnireinents by or under
any ADEQ APP or 4*- 'LZPDES discharge permi t  or any  other ac t ,  or any  other law or
regulat ion governing the quality of the discharge, or may cause the discharge to result  in
a hazard to people, aninnals, property or vegetation, or
may cause biosolids to fail criteria for beneficial land application.

RESTRICTED WASTE

Restricted wastemeans wastes that may be permitted to be discharged to collecfioll systems Qperated by
G\VR, but have specific criteria which must be met prior to that discharge. These include:

Fond Waste

Ally  mm-domest ic  waste f rom cooking and handl ing of  food that ,  at  the point  of  discharge into a
sewer, contains particles larger than 0.5 centimeters in any dimension.

Radioactive Waste

Any waste coxltainlzl lg radioactive materials that, at the point of discharge into a sewer, exceeds
radioactivity l imitations as established by regulatory agencies. .

pH W_a5_te

Any Lton4domestic waste which, at the point of discharge into a sewer, has a pH lower than 6 or
high¢rtl1a1 9.0, as deremnined by either a grab or a composite sample.

Dyes and Coloring Material

Dyes or coloring materials  which may pass through a sewage fac i l i ty  and discolor the ef f luent
Hom a sewage faci l i ty  except where the dye is  used by GER, or one or more of  i ts  agents,  as a
tracer.

Revisions GER-CP-EX-DEF (002) Responsible Agent: Opuatiom & Coulpliancc

b.

d.

Conform Revision Pilot to Rnlcasa



RESTRICTED WASTE - DEFJNITIQN OF LIMITS
CONVENTIONAL CONTAMINANTS [mg/L]

Biochemical Oxygen Demand (BOD) W 350

Chemical Oxyge n Demand icon)

Oil and Greased'

350

0.004

GLOBAL WATER
Ca De of Practice* GER-CP-EX-DEF

1\'IisceLIan;7Jus Restricted Wages

Any of the following wastes:

a.
b,

C,
d.
e,

seawaTer
PCB s
chlorinate ph8n0W

pesticides
tetraclzloroedzyleua

Specified Waste

Any waste which, at die point of discharge iNto a sewer, contains any contaminant at a
concentMion in excess of the limits set out AAC Rl8-4 et seq. or as more specifically defined in
the tables below. All concentrations are expressed as total concentrations which includes all forms
of the contaminant, whether dissolved or Luldissolved. The concentration limits apply to both grab
and composite samples. Contaminant definitions and methods of analysis are outlined in standard
methods.

700

Suspended Solids
4

RESTRICTED WASTE .- DEFINITION OF LIMITS
ORGANIC CONTAMINANTS [1118/L]

l_l

B euzene
.
w

I

1 Chlorinated phenols fudude:
as ch1orc)phenol (Ortho, zeta, Para)
n dichlorophenol (2,3, 2,4-, 2,5-, 2,G~,3,4-, 3,5-)
o trichlorophenol (2,3,4-, 2,3,5-, 2,3,6-, 2,4,5-, 2,4,6-, 3,4,5-)
u teirachioropheuol (2,3,4,5-, 2,3,4,6-, 2,3,5,6-)
n pentachlorophenol

2 Total oil and grease includes oil and grease (hydrocarbons) (see Organic Contaminants Table)

Revision: GWR-CP-EX-DEF (002) Responsible Agent: Operations So Compiiancc

Cnr1f'1.rm Revision Prior to Rslcasc
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RESTRICTED WASTE -DEFINITION OF LIMITS
ORGANIC CONTAMINANTS [mg/L]

Ethyl Benzene I 0.56

0.8

Xyleues 8

(

0.0002

0.001
l

Oil and Grease (hydrocarbons) 15

Polyuuclear Aromatic Hydrucarbous (PA1-if

Phenols

00048Antimony (Sb)

|

Arsenifl (As) 0,010

|_ ,

B barium (B a)

0.004

GLOBAL WATER
Cade of Practice- GWR-CP~EX-DEF

1

Toluene

I

RESTRICTED WASTE - DEHNITION OF LIMXTS
INORGANIC conTA.*»a1nAnTs [mg/L]

Beryllium (Be) 0,0032

4*-9 -4.-a¢*»

Cadmiullx (Cd)

4
3 Note: Polyuuclear Aromatic Hydrocarbons (PAH) include:

a. naphthalene benzo(a)aud1racene
b̀_ ace rap hthyleue chrysene
c. acenapthene benzo(b)f1uorand1eue
d. fluorine bcnzo(1<)HuorauI]1e11e
e. phenantbrene beuzo(a)pyrene
ft anthracene dibenz0(a,11)antlu'acene
g. fhioranthene indeno(.I,2,3-cdjpyrene
b. Cyrene benzo(g,h,i)pery1ena

J

Revision: GWR-CP-FX-DEF 1002) Responsible Agent; OperaLious & Cornplfancc
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'1~¢ --5' -9

RESTRICTED WASTE -DEPICTION OF LIMITS
n~zoRGA1~nc CONTAMINANTS [1118/L]

C]Jlorid& (Cl) 1500

0.08Chromium (Cr)

5Cobalt (Co)

0.0175
l

!
0.0079

11

Iron (P e)
I.

Manganese (lvhl) Ih

m0.08

Silver (AE)
4 _.

15o0

I
i.-_Lu

» .-»4

0.0016

Copse} (cu)

Cyanide (CH)

3.2Fluoride (F)

0,006Lead <pb>

0.08024Mercury (Hg)

5Mo lab deL1L1II1 (Mo)

0.002Selenium (Se)

0.05Sulfide (S)

0.138Zinc (ZH)

1

GLOBAL WATER
Code of Practice: GWR-CP-EX-DEF

i

I

. l

Revision: GWR-CP-EX-DEF (002) Responsible Agent- Opcrations 84 Compliance

Confer Revision Prior tn Release



Date -Ravi Biori Numb'eJt . Ii liSions OPI

ORIGINAL (000) Gas

25-Mar-D4 001 Added revisions page GSS

IN ~Nov-D6 002 Renumbered consistent with Internal/Extemal
division. Amended limits of <:Ot1ta111inau1s to
be consistent with AzPDES r uiremenUz.

GSS

G Lo BAL WATE R
Code of Practice: GER-CP-EX-DEF

REVISIONS

Revision' GWR-CP-EX-DEF (0021 Responsible Agent: Operations 8: Compliance

f Conium Revision Prior tn Release



C-ILOBAL WATER

Cade Rf Practice: GWR-CP-EX-001

GLOBAL WATER RESOURCES

CODE OF PRACTICE

GVVR-CP-EX»001

RV PARK OPERATIONS

APPLICATION

This code of practice for RV park operations defines the requirements for managing waste discharged
directly or indirectly iJJto a sewer connected to a sewage thcility from RVs, mobile homes, trailers,
watercraii and other sources which employ storage, chemical disinfectionfstabilization and discharge as a
waste. disposal mechanism-

This code of praclica applies to all RV park operations. Deiiuitians are included 'um GWR-CP-EX-DEF.

DISCHARGE REGULATIONS

An operator of an RV park operation must not discharge waste, which at the point cf discharge into a
sewer, contains:

b.

6.
e.

oil and grease in a c4>11ceL1tration that is in excess of  100 milligrams per lite as analyzed i n a grab
sample, ,
suspended solidsiu 21 concentration that is in excess of 350 u1i11ig1'ams per lite as analyzed in a
grab sample,
5-day biochemical oxygen demand (BODY) in a concentration that is in excess of 350 milligrams
per liter in a grab sample, or
exceeds the limits established in GER-CP~EX-DEF br restricted wastes, or
includes prohibited waste, special waste, stonnwater, or u11co11tazJ11l nated water.

If the RV park operation accepts RV customers with the intention of providing sewerage hook-ups, that
practice is only acceptable if one of the following conditions is met:

b.

If the RV park operation has a dedicated pre~treau:nent facility, that facility must be used for the
disposal of the first discharge of wastewater dam any entering Res. The facility must be
maintained in accordance with the inanuiacturefs or engirleerls operating instnlctions. Discharge
from that facility which is directed to a GWR operated collection system shall be metered such
that large slugs of waste are not introduced to the sewer instantaneously, Discharges from such
facilities to sewers are limited to 10% of the ADWF (in USGPM) of the receiving treatment
facility.
In the absence of a dedicated pre-treatment facility, the RV park operation shall require incoming
RVs to certify that, prior to connection to a sewer, that the holding tanks of the RV have been
previously discharged at an approved facility and are presently empty .

Rnvisiona GWR~CP-EX-GOI (003)

c.

a.
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G LQBAL WATER

Code of Practice: GWR~CP-EX-001

RECORD KEEPING AND RETENTION

Au operator of an RV park operadou must ketsp a record at the RV park operation of:

a.
b.

all disposals of RV waste into a dedicated pre-treatment taclhty,
Pre-Lreatment facility inspection and maintenance activities including:

I. the date of inspection or maintenance,
II. 81: maintenance conducted, and

III. the type and quantity of material removed from the facility,
Certifications of waste disposal prior to hook up of RVs to sewer services.

The records shall be retained tr a period of two years, and shall be available on request to GWR Staff.

Failure to comply with this Code of Practice could result in terlninaiion of service, requirement of a
Industrial Discharger Service Agreement and/or required monthly cleaning manifest, inspections, and
monitoring.

Revision: GWR-CP-EX~0D1 (003)
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G LOBAL WATER
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_ Code o§Practice: GWR-C]>,EX,g[32(004j

GLOBAL WATER RESOURCES (GWR) .

CODE OF PRACTICE

GWR_CP-EX-002

FOOD SERVICE OPERATIONS

APPLICATION

This code of practice for Food Service operations defines the requirements for managing waste discharged
directly or indirectly into a sewer corrected to a sewage facility from restaurants, or other facilities
employing food service as a primary or secondary business operation.

This code of practice applies to :

a,

c.

operators of a food services operation that adds kitchen equipment that has the potential to
discharge oil and grease,
op orators of a food services operation flat discharges non-domestic waste to sewer flat exceeds any
of the restricted we Ste criteria Sp eciied in GWR-CP-EX-DEF, or
any toad service operation, as determined 'ay the GWR.

Defu:Litio11s are included in G\VR-CP-EX-DEF.

DISCHARGE REGULATIONS

A11 operator of a Food Service Operation must not discharge waste, which at the point of discharge into a
sewel', contains:

a. oil and grease in a concentration that is in excess of 100 milligrams per liter as analyzed in a grab
sample,

b. suspended solids in a concentration that is in excess of 350 milligrams per liter as analyzed 'm a
gT9.b sample,

c. 5-day biochmnical oxygen defraud (BOD5) 'm a concentration that is 'm excess of 350 milligrams
per liter in a grab sanople,

d. exceeds the limits established in GWR-CP-EX-DEP for restllloted wastes,
e. includes prohibited waste, special waste, stormwater, or uncontaminated water, or
f. Sanitary wastes are not allowed to be connected to sewer lines intended for grease interceptor

gegvtee.

GREASE TNTERCEPTORS/GREASE TRAPS

Grease interceptors/gnease traps are required to be installed and maintained by the Owner/Operator of food
service opénratiaus within the collection system of GWR facilities. Grease interceptor installations and
grease traps shall cctn.fo1m to the Iequirennents of this Code of Practice.

Desivu

The rated flow capacity of each grease interceptor andlor grease trap 'Lustalled in food services
establishments shall not be less than the maximum discharge flow from all plumbing Fixtures connected to
the grease interceptor/grease trap that will discharge simultaneously.

9 -

Revision: GWR-CP~EX-002 (004) Rcspozzsiblc Agent: Opuations & Compliance
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Floor Drain Diameter (inches) Drain Rate (GPM)

2 22

3 37.5

4 45

GLOBAL WATER

Code of Practice: GwR» cp-Ex4J0zm041

The rated How capacity of each grease interceptor/grease trap must be established using the Plumbing and
DrainageInstitute standard PDI~GI01 or equivalent test as approved by GWR's engineer.

Each grease hlterceptor/grease trap must have either:

a an internal flow control fitting, or
b. a flow control fitting instaJled on The inlet incl .

All grease 'interceptors/grease Leaps must be labeled with iufonnafiou oonzaiuiug the rated flow capacity of
the unit. The label shall be pennarienrly a81xed and visible following installation. Where a permanently
axed and visible label is riot possible or practical, manufacturer and installation drawiirgs of the grease
interceptor/grease trap shall be maintained at the site and shall be available for inspccdan by GWR staff on
request.

Access manholes, with a minimum diameter of 24 inches, shall be provided over each grease interceptor
chamber and sanitary tee. The access uiznhoies shall extend to finished grade and be designed and
1ualu1tained to prevent water intlovv' or infiltration. The manholes shall also have readily removable covers
to facilitate inspection, grease removal, and wastewater sampling activities. Design Flow Rates

The operator of a food services operation must calculate the maximum discharge flowrate to a grease
interceptor by adding together the flowrates from each fixture that will disohaxge simultaneously using the
following method to estimate axe ilowrate from each fixture:

a.
b.

c.

for sinks, calculate the total volume of" each sink and assign a drain time of one minute,
for exhaust hoods with an automatic cleaning cycle, measure the discharge flowrate or use the
manufacturers estimate of peak discharge flowratc during the automatic wash cycle,
for floor drains, estimate the Howrah using the following table: | r

GREASE INTERN_PTOR SIZING

1

for drains on other equipment, use the table in Section (c) or if the drain size is less than Z inches
in diameter Adler:

I. measure the discharge flowrate, or
II. refer to nlimufacmrers estimated peak discharge Howrah, or

IH. use a minimum of22 GPM, and

1

1 The flow control fitting must be sized to limit the flow to a rate that is 110 more than the rated flow
capacity of the grease intorccptor.

-

Revision: GWR-CP-EX-002 (004) Responsible Agent: Opcraiious 8; Compliance
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Fixture Outlet or Trap Size (Inch) Drainage Fixture GPM PDI Size grease Trap

1% 1 7.5 10

1% 2 15 15

2 3 22 25

2% 4 30 35

3 5 37.5 50

4 6 45 50

GLOBAL WATER
Code ot'Pracr;ce: cwR-cp-Ex-ocmo(»4»

GR3A;SE TRAP SIZING (HQTE ALLW

Where the rated Bow capacity of a grease `mterceptor/grease trap is exceeded by 'the maximum discharge
flow rate from all plumbing futures that will be discharged simultaneously to die grease 'interceptor/grease
trap, the operator of a food services operatic must:

r

c.

arstall a grease interceptor/grease trap that has a rated flow capacity equal to or heater than the
maximum discharge ilowrate from all plumbing fixtures counected to the grease interceptor/grease
trap that will discharge simultaneously, or
install additional grease interceptors/grease traps so that the maximum discharge tlowrate from
futures connected to each grease interceptor/grease trap that will discharge simultaneously does
not exceed the fared flow capacity of the grease interceptor, or
have a planapproved by GWR's engineer showing how the discharge of wastewill be managed.

Installation

GREASE N~ITERPEPTORS

A grease interceptor must be located so that it is readily and easily accessible for inspection and
maintenance, A sampling point shall be installed as follows :

b.

c.

a sampling tee shall be located either at the outlet of the grease interceptor or downstream of the
grease interceptor at a location upstream of any discharge of other waste,
the sampling tee shall be not less than 4 inches 'm diameter, and shall be installed so that it opeNs
in a direction at dgltt angles to and vertically above the How of the sewer pipe, and
the sampling tee stall be readily and easily accessible at all times for inspection.

L A  g r e a s e  t r a p  m u s t  b e  i n s t a l l e d  a s  c l o s e  a s  p o s s i b l e  t o  t h e  F O G  l a d e n  w a t e r . I t  m u s t  b e  i n s t a l l e d  s o
1 n a i n t e n a . u c e  c a n  b e  e a s i l y  p e r f o r m e d .  T h e  c o v e r  m u s t  b e  r e m o v e d  p e r i o d i c a l l y  t o  r e m o v e  d u e  F O G ,  s o  t h e
greas e t rap  mus t  be  ins t a l led  t o  p rov ide  T h is  ac c es s .

Rcvisionz GWR-CP-BX-002 (004) Rssponsiblc Agent: Operations & Compliant

GREASE TRAPS

b.

a.

a.
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G LOBAL WATE R
Cad e of Practice' GWR-CP-EX-0 DZ(004]

Automatic GreaseRecoveryUnits (AGRU)

This equipment automatically separate and remove grease, fat, and oil from drain water flow. The device
allows incidental food solids and other debris found in the entedng water to be separated from the grease
and pumped out of The solids retention area to the drain. The entire process is controlled automatically by a
timer.

a.
b.

D.

d.

Enough clearance should be available to be able to remove and service the internal baffling.
The Flow Control Fitting furnished did; a PDI Certified Interceptor must be installed in the waste
Line ahead of the i11terr:eptor.
It should be located beyond the last connection from the fixture and as close as possible to rho
underside of the lcwesi fixture to minimize tile effects cfhead pressure.
All installation recommendations are subject to the approval of the local plumbing code auth oriry

Maintenance

An operator of a food services operation shall maintalu.1 all grease interceptors/grease trap installed in
connection with the food servicers operation in accordance with the ulanufacturer's recommendations so
dlat Lhe grease interceptors Iimction properly.

An operator of a food services operation must not permit oil and grease to accumulate in a grease
interceptor/grease trap in excess of the lesser of six inches or 25% of die wetted height of the grease
interceptor/grease trap.

An operator of a food services operation shall not dispose of oil and grease from a grease interceptor/grease
trap to a sewer. All cleaning or grease removal shall be accomplished by eruployiug valor trucks or IJther
means to preclude any grease from entering the cl;1lle<11ie11 system. .

A11 operator of a food services operation must not use or penni the use of chemical agents, enzymes,
bacteria, solvents, hot water or other agents to facilitate the passage of oil and grease through a grease
interceptor without the express written consent of GWR.

Connections to Grease Intercewtors/G ease trap

An operator of a food semvioes operation shall have the following ixmres connected to the grease
intercept/trap system:

a_
b.
c.
d.

e.

sinks used for washing pots, pans, dishes, cutlery and idtchen utensils,
drains serving self-cleaning exhaust hoods installed over commercial cooking equipment,
drains serving commercial cooking equipment that discharges oil and grease,
drains serving a garbage comp actor used to compact waste dirt may contain, or be contarniuated
with, food waste, or
other Fixtures that discharge wastewater containing oil and grease.

The following fixtures shall notbe connected to a geese interceptor/grease trap:

a.
b.

c.

garburators, potato peelers and similar equipment discharging solids,
toilets, urinals and ].t8J1d sinks,

7
automatic dishwashers'

2 An automatic dishwasher may be connected to a grease interceptor/grease trap provided that there are no
other futures connected to the grease interceptor/grease trap and the grease interceptor/grease trap is sized
to accept the maximmn discharge ilowrate specified by the dish asher 1r1anufac'Lurer. -Q

Revision: GwR-cp~Ex-002 (DD4) Rrzsponsiblc Agent: Operations & Cnxzzpliaame
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Data RevisioN NUmhér Revisions OPI.

ORIGINAL (000) GSS

25-Mar-04 001 Added revise ms table GSS

13~NoV-06 002 Renumbered wusisteut with literal/External
division.

GSS

5-Mar-08 003 Record keeping - added hauler irLfomnatiorL SA

27 Jan09 004 Grease trap so ass .- information added SA

GLO BAL WATER
Code ofl§'r_5§}ice: GwR.cp_Ex-002.10041

Outdoor Garbage Compactors An owner of an outdoor garbage compactor installation connected to a sewer
must install works as necessary to prevent rainwater from enticing the drain connected to the sewer.

S AMPLING

At die request of GWR, the operator of a food services operation shall confer the operation of any grease
interceptor/grease trap via analytical testing. This testing shall be perfonnecl by an accredited laboratory,
and paid for by the owner of the grease iutemeptor/grease trap.

RECORD KEEPING AND RETENTION

A.n operator of a food services operation must keep a record at the food services operation of all grease
interceptor/grease trap inspection and maintenance activities including:

a.
b.
C,
d.
e.

the dale ofinspectmu or maintenance,
the maintenance conducted,
the type and quantity of material removed from the grease iuterccpfcr,
the voc truck/hauler information, and
the location of disposal of the material removed from the grease interceptor

The records shall be retained for period of two years, and shall be available on request to GWR Staff

REVISIONS

Revision: GWR-CP-EX~GD2 (604) Resp onsibic Agent: Operations & Compliance
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G LOBAL WATER
Code afprac8ice: GWR-CP-EX-DD3

GLOBAL WATER RES OURCES

CODE OF PRACTICE

GWR-CP -EX-003

DRY CLEANING OPERATIONS

APPLICATION

This code ofpmctiee for Dry Cleaning operations defines the requirements for managing waste discharged
directly or indirectly into a sewer connected to a sewage facility &om dry cleaning businesses, or other
facilities employing solvent or chemical cleaning routines .

Deiuitiuus are included 'm GWR-CP-EX-DEF .

DISCHARGE REGULATIONS

An operator of a dry clealllmg operation shall not discharge waste, which at the point of discharge into a
sewer ClJD.tI'¢1i11S̀.

a.
b.
c.
cl.
e.

Tetrachloroeduyiene,
petroleum solvents,
Lint ,
exceeds the limits established in GER-CP-EX-DEF for restricted wastes or
includes prohibited waste, special waste, stormwater, or uncontaruiuated water.

4

An operator of a dry cleaning operation that generates wastewater containing tetrachloroethylene or
petroleum solvent shall either:

Collect and transport The wastewater frc>m the 6.1-y cleaning opcraticn for off-site waste
management, DI
Install and maintain a solvent/water separator and holding "tank in accordance with this Code
of Practice.

Solvent/Water Separators ag_d Holding Tanks

Solvemfwater separator and holdiug tank installations must coufonn to the requircn1euL9 of this Code of
Practice.

An operator of a dry cleaning operation shall not directly discharge wastewater from the solverlthv ater
separator to a GWR operated sewage facility

An op orator of a dry cleaning operation must;

Collect the wastewater discharged from a solvent/water sep orator into a transparent, solvent-
compatible, holding tank with a containment capacity 25% larger than the total volume of 81a
solvently amer separator, and
Allow the wastewater to stand undisturbed for a period of not less than 12 hours following
each operaTing date.

Rcvisiau: GWR-CP-EX-003 (003) Responsible Agent Compliance

b.

a.

b.
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GLOBAL WATER
Code of Practice: GT-X-CP-EX~{}83

An operator of a dry cleaning operation must chock The contents of the holding tank after the specified
period of time has elapsed to detem:ul11e whether the wastewater contains any visible residual solvent, If
dlere is no visible residual 501ve11( in the holding tank, the contents may be discharged to the sewer.

If the holding tank contains any visible tetraehloroethyiene or petroleum solvent after the specified period
of time, pren the tetraclzloroethyleue or pelroleum solvent must be separated and returned to The solvent
recovery system; After the removal of all visible solvent, the wastewater may be discharged to the sanitary
sewer.

Visual Inspections

An operator of a dry cleaning operation must:

E..

b .

Visually inspect the salventfwvater separator on a daily basis, and
Clean the so lieut/water scparatcsr at least once every seven (7) days to ma11ufaJc,turcr's standards.

Spills and_ Leaks.

An operator of a dry cleaning operation shall;

c,
d,

install spill containment facilities in all chemical storage areas and around all dry cleaning
rnaclnhes,
block off all sewer drains within the containment area tr chemical storage and dry cleaning
equipment to prevent any accidental discharge of solvent to a sewer,
inspect all airy cleaning equipment for liquid leaks at least once per day.
keeps all equipment clean to ensure that leaks are visible.

The following areas and items are to be checked for leaks:

aL

b .

C.

cl.

e .

f .

11.
i.
j.
k-
1.

hose connections, unions, cmlpliugs and valves
machine door gasket and seating
alter bead gasket and seating
pumps
base tanks and storage
solvent/water separators
filter sludge recovery
distillation unit
diverter valves
saturated lint in lint baskets
holding tanks
cartridge filters

An operator  of  a dry c leaning operat ion who detec ts  any l iquid leak i 'om dry c leaning equipment or
chemical storage must repair the leak wi1;11iJ1 72 hours and must immediately prevent any discharge of
contaminants to a sewer. .

RECORD KEEPING AND RETENTION

The fallowing information shall be recorded in the record book:

a.
b.

record of all inspections done by the operator, employees or other hired personnel,
record of any liquid leaks detected and remedial action taken,

.9

Revision: GWR-CP-EX-003 (003) Responsible Agent.: Compliance
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GLO BAL WAT ER

Code Rf Practice' GWR-CP-EX-003

G.

d.

e,

record of solvent/water separator cleaning,
record of holding tank cleaning and solvent transfer, and
record of all other oquipmeut xuairrtenauce and repair.

Every why cleaning operation must keep a record book on site for inspection did; records from the previous
two years and must be available to GER Staffupou request.

l.l

4?

|

Revision: GWR-CP-EX-003 (003)
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D ate . Rleviéidli Ntimljer Revisions OPI
ORIGINAL (000 GSS

25-Mar-04 001 Added revisions table GSS
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10-Dec-07 003 Amended verbiage to reflect records book

availabilirv for inspection,
MH

G LQBAL WATER

Code aIIPracti::e°  r;wR4:p-Ex4Jua
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r
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GLGBAL WATER
Code of"Practi:e' G\'VR~CP-EX»0U4

GLOBAL WATER RESOURCES

CODE OF PRACTICE

GWR-CP-EX-084

PHOTOGRAPI-IIC IMAGING OPERATIONS
I

APPLICATION
I

This code of practice for photographic imaging operations de5nes mandatory requirements for managing
non-domestic waste discharged directly or indirectly into a sewer connected to a sewage facility.

This code of practice applies to photographic imaging operations. Deflmitions are included in GWR-C?
EX-DEF.

DISCHARGE REGULATIONS

An operator of a photographic imaging operation must not discharge waste which, at the point of discharger
into a sewer, contains :

a,

b.
c.

silver in a concentration that is in excess of 5 milligrams per lite (1ug/L) as anadyz/ed in a grab
sample,
exceeds the limits established in GER-CP-EX-DEF for restricted wastes, or
includes pnohfbited waste, special waste, stcnmwater, or uncontaminated water.

An operator of a photogaphin: imaging operation that produces liquid waste c:ontai11'mg silver must either;

a. collect and transport the waste from the photographic imaging operation for off-site waste
management, or
treat the waste at the photographic imaging operation site prior to discharge to the sewer using
one of the following silver recovery technologies; -

I. two chemicalrecovery cartridges connected in a series,
II. an electrolytic recovery unit followed by two chemical recovery cartridges connected

in series, OI
HI. any other silver recovery technology, or combination of teclniologies, capable of

reducing the concentration of silver in the waste to 5 mg/L or less where valid
analytical test data has been submitted to, and accepted by, the Engineer.

OPERATION

A11 operator of a photographic imaging operation shall:

install and maintain solver recovery technology according to the manufaot11rer'sor supplier's
recotnrnendations. ,
collect all liquid waste containing silver in a holding tank and must deliver d135 waste to the
chemical recovery cnnridges using a uzleterillg pump _
calibrate the metering pump at least once per year.

I

Revisidu: GWR-CP-EX-D04 (DD2) Responsible Agrntz upcxations & Compliance
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GLQBAL WATER
Code ofPl'al:lice: GWR-CP~EX-D04

-

Spill/I,e_al>; Prevention

A11 operator of a photographic imaging operation must lcrcaie the silver recovery system in such a r11a1:u1er
dar t  an ac t ideutal  spi l l ,  leak or  container  f ai lure wi l l  not  resul t  in l iquid was te contain ing s i lver  in
l:onr:er1Lratious greater than 5 mg/L entering any sewer.

If a locaiiolz referred to above is not available, an operator of a photographic imaging operadou must do
one of the following:

a_
b.

install spill containment to contain spills or leaks from the silver recovery system, or
cap all floor drains into which liquid spilled 8-0171 the silver recovery system would normally
Bow.

w

Iestinz

When using two separate chemical recovery cartridges, an operator of a photographic imaging operation
must test the discharge from the first cartridge for silver content at least once per month using either silver
test paper or a portable silver test kit.

W ham the discharger from the f irst chemical reccvety cartridge reiizxred to above cannot be sampled., an
operator of a photographic imaging op aeration must:

4 a.
h.

install a cumulative flow meter on the silver recovery system, and -
test the discharge from the second chemical recovery cartridge once per week using silver test
paper or a silver test kit.

Cartridge Replacement

An operator sf a photcrgraphic imaging operation must replace the chemical recovery cartddges when any
one of the following occurs] 2 2 :

a.

b.

the rnanufacturefs or supplier's recommended expiry date, as shown on each cartridge, has
been reached,
eighty percent (80%) of the ma11t.1t'acturcr's or supplier's maximum recotnmeudsd capacity, or
total cumulative How, for each caNridgc has been reached,

I If treatment of liquid waste with two chemical recovery cartridges connected in series is the only silver
recovery technology being used, then the owner of the photographic imaging operation must replace both
chemical recovery cartridges when one of the events referred to occurs.

2 If treatment of liquid waste with two chemical recovery cartridges connected in series is used following
LretMnent by an electrolytic recovery unit, The second cartridge may replace the used Erst cartridge and a
new second cartridge may be installed when one of the events referred to occurs .

3 Both chemical recovery cartridges used following an electrolytic recovery unit must be replaced by the
operator of the photographic imaging operation when one of the events referred to above occurs if this is
recommended by the marnufacmrer or supplier of the cartridges.

Revision: GWR-CP-EX- 004 (002) Responsible Agent: operations 8; Cnmpiiamze
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G Lo BAL WATE R
Code Dtpl_'acticE: GWR-CP-EX-004

c. test data, using silver test paper or a silver test kit, indicates that the discharge 80111 the inst
cartridge is greater than 1000mg/L, or
analytical data using a method of analysis outlined in standard. methods, or an alternative
method of analysis approved by the manager, having a method detection limit of 0.5 maIL
silver or lower, indicates that H16 concentration of silver in the discharge from the silver
recovery system is greater than, or equal to, 5 mg/L.

q

RECORD KEEPING AND RETENTIOW8

A11 operator of a photographic imaging operation dirt uses a silver recovery system must keep, at the
photographic imaging operation site, an operation and maintenance manual peitaiuing to all equipment
used in the silver recovery system.

Au operator of a photographic imaging operation that uses two chemical recovery cartridges connected in
series must keep a record book at the photographic imaging operation site which includes the following
information recorded for the previous two years;

a_

b.
C.

d.

e.
f.

serial number of each chemical recovery cartridge used,
installation date of each chemical recovery cartridge used;
expiry date of each chemical recovery cartridge used (where provided by manufacmrers or
suppliers),
maximum recoinoiended capacity, or total cumulative flow, of each chemical recovery
cartridge used;
dates of all meterirlg pump calibrations,
monthly silver test results on the discharge from the lUst chemical recovery. cartridge, or
where the discharge from the first cartridge cannot be sampled, weekly silver test results on
the discharge from the second cl1en:Lif:ai recovery cartridge and weekly cumulative flows
through the silver recovery system, and
dates and descriptions of all operational problems associated with die chemical recovery
cartridges and remedial actions taken.

An operator of a photographic imaging operation That uses an electrolytic recovery unit in addition to two
chemical recovery cartridges connected in Series must keep a record book at the photographic imaging
operation site which includes the following information recorded for the previous two years:

a.
b.
c.
d.

all information specified above,
date of each removal of silver froucr an: electrolytic recovery unit,
date of each maintenance check on the electrolytic recovery unit;
dates and descriptions of all operational problems associated wide the electrolyte recovery
unit Ami remedial actions taken,

Records are required to be available to a GWR inspector on request.

Revision: GWR-CP-EX-004 (002) Responsible. Agent: operations SL Cumpfianoc
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GLOBAL WATER
Code of Practice: GVFR-CP~EX-D05

GLOBAL WATER RESOURCES

CODE OF PRACTICE

GWR-CP-EX-005

I

DENTAL OPERATIONS

APPLICATION

This code of practice for dental operations defies mandatory requirements for managing non-domestic
waste discharged directly or indirectly into a sewer conniVed to a sewage facility.

This rxvde of practice applies to dental operations.

DISCHARGE REGULATIONS

An operator of a dental operation must net discharge waste which, at the point of discharge into a sewer,
contains:

a.
b.

prohibited waste, special waste, Cr stormwater , or
exceeds the {i111its established in GWR-CP-EX-DEF for restricted was*es.

Au operator of a dental operation that produces liquid waste Frau; photographic imaging containing silver
shall aIsLe comply with therequiremeuts ofGWR~CP~EX-004.

An Qperatcnr of a dental operation that produces wastewater containing denial amalgam must either:

I

collect and I'.f3115pOIl the wastewater 80111 the clonal operation far off-site waste

mauageuznent; or
treat the wastewater at the dental operation site prior to discharge to the sewer using a
cerT.1'icd amalgam separator.

An operator of a dental operation must install and maintain the amalgam separator accordlmg to the
manufacturer's or supples-:r's recommendations in order that the amalgam separator Wnctinns correctly,
Such separator must be certified for use by the manufachlrer under the provisions of ISO 11143.

An operator Qr a dental op :ration who installs an amalgam separator must ensure that:

all dental operation wastewater flat contains dental amalgam is treated using the
amalgam separator,
a monitoring point is installed at the outlet of the amalgam separator or downstream of
the amalgam separator at a location upstream of any discharge of other waste,
the monirorMg point must be installed in such a manner drat the total flow lam the
amalgam separator may be intercepted and sampled, and .
the monitoring point shall be readily and easily accessible at all times for inspection.

If the amalgam separator is located downstream of a wet vacuum system, an operator of a dental operation
must ensure that:

the wet vacuum system is fitted with an internal flow control fitting, or
-

Rev inion' GWR-CP-EX~DD5 (003) Responsible Agent: Op2ra9iua8 ba Cumpliancc
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GLO BAL WATER
Cad of Practice: GWR-CP-EX-D05

b. a flow control fitting is installed on the water supply line To the wet vacuum system

The flow control fitting must be sized to limit the How to a rate that is no more than the maximum inlet
flow rate of the amalgam separator as stated by the manufacturer of the amalgam separator.

An operator of a dental operation must locate an amalgam separator in such a manner that an accidental
spill, leak or collecting container failure will not result in waste containing amalgam entering any sewer. If
a location is not available, an operator of a dental operation must do one of the following:

a.
b.

install spill coutaiulnent to contain spills or leaks from the amalgam separator, or
cap all floor drains into which Liquid spilled 8-om the amalgam separator would normally
flow.

An operator of a dental operation must replace the amalgam separator's collecting container when any one
of the following accurs :

b.
c.

time 1J.1anufacturer's or supplier's recommended expiry date, as shown on the amalgam
separator, has been reached, or
the warning level specaiied in the ISO 1 l 143 has been reached, or
analytical data obtained using a method of analysis outlined in standard methods, or an
alternative method of analysis approved by the manager, having a method detection limit
of 0.1 mg/L or lower, indicates that the total concentration of mercury in the discharge
from ate amalgam separator is greater than, or equal to, 2 rngfL.

An operator of a dental operation shall not dispose of dental amalgam collected in au amalgam separator, a
collecting container, or any other device, into the sewer collection system.

'J

RECORD KEEPING AND RETENTION

An operator of a dental operation that uses an amalgam separator must keep, at the site of installation of the
anlaigalu separator, an operation and maintenance manual containing instructions for installation, operation
and nraiutenance of the amalgam separator installed.

An operator mf a dental cpemtiou that uses au amalgam separator must post, at mc site of installation of ha
amalgam separator, a copy of the ISO Standard test report pertaining to the amalgam separator installed.

Au operator of a dental operation that uses an amalgam separator must keep a record book at the dental
operation site that includes the following iufonnation pertaining to the amalgam separator installed:

a.

>

b.
c.
cl.

CrD-

date of installation of the amalgam separator and name of the installation service
provider,
serial number and expiry date of the amalgam separator and/or its components,
maximum recommended flow rate through the amalgam separator, where applicable,
dates of inspection, ulaintemance, cleaning and replacement of any amalgam separation
equipment or components,
dates and descriptions of all operational problems, spills, leaks or collecting container
failures associated with the amalgam separator and remedial actions taken,
name, address and telephone number of any person or company who performs any
:maintenance or disposal services related to the operation of the amalgam separator, and
dates of pick-up of the collecting container for off-site disposal, volume of waste
disposed and the location of disposal.

Revision: GWR-CP-EX-D05 (003) RespoI1siblc Agent: Operations 8: Compliance
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GLOBAL WATER
Code of Practice: GWR-CP-EX-005

The records roust be retained for a period of two years and must be available to GWR Sta&'upon request.

4

1
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GLOBAL WATER
Code of Prar:U'ce. GYVR-CP-EX-D35

GLOBAL WATER RESOURCES (GER)

CODE OF PRACTICE

GWR-CP-EX-035

AUTOMOBILE ̀ WASH AND REPAIR OPERATIONS

Y

PURPOSE

This Code of Practice defines the requireiuents for managing waste discharged directly or Mdirecdy info a
sewer connected to a wastewater facility from automobile wash and repair or facilities employing
automobile wash and repair as primary or seconder busyness operation

This code of practice applies t.o:

8. Operators of automobile washes with floor drains that collect coil, grease and sand.

Operators of automotive repair shops with floor drains that collect oil, grease and sand as a
secondary iuflueut.

DISCHARGE REGULATIONS

A11 operator of an auto wash and/or repair must not discharge waste, which at the point of discharge into a
sewer, coniainsz

Oil and grease concantl'ations that are in excess of 100 milligrams per liter as analyzed into a
grab samp1e;̀

b. Saud, rocks or dirt which could interfere with the collection system.

C. Additives used to break down sulfactallt loads shall comply with GWR Detlnitions Code of
Practice - GWR-CP-EX-DEP.

d. At no time shall rain water be allowed to enter the convection system via 1l0<Jr drains.

SAND AND on. INTERCEPTORS

Sand and oil interceptors are required to be installed and maintained by the Owner of the automobile wash
or repair operations within the collection system Rf GWR facilities, Sand and oil interceptors shall
comfort to the requirements of this Code of Prauti::e.

Desigrl

Saud and oil interceptors shall be designed by using the 2000 International Plumbing Coda (EPC) INC
1003.3.4.2 .

Sand and oil interceptors shall have a minimum capacity of six (6) cubic feet for die first 100 square feet of
area to be drained, plus 1 square foot for each additional 100 square feet of area to be drained.

Installation

Revision: GWR-CP-EX-035 [000)

b.

a.
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GLOBAL WATER
Cade Rf Practice' GWR-CP-EX-055

A sand and oil interceptor must be located so that it is readily and easily accessible for inspeMon and
maintenance. A sampling point shall be installed as follows:

A sampling tee shall be located at the outlet of the sand and oil interceptor or downstream of
the interceptor at a location upstream of any discharge of other waste,

b. The sampling tee shall be not less than 10.2 coz (4 inches) in diameter, and shall be installed
so that it opens in a direction at right angles to Ami vertically above the flow of the sewer
pipe, and

The sampling tee shall be readily and easily accessible at all times for inspection.

Main;e_na_nce

An operator of an automobile wash or repair operation shall maintain all sand and oil izlterceptors in
accordance with the ulanufacturer's recommendations so that the sand and oil interceptor functions
properly.

AJAX operator of an automobile wash or repair operation must not permit sand and oil to accumulate in a
sand and oil interceptor in excess of the lesser of six (6) inches or 25% of the wetted height of the
interceptor.

An operator of an automobile wash or repair operation shall not dispose of oil and grease 81311) a
interceptor to a sewer. All cleaning s].1aL1 be accomplished by employing vector trucks or other means Io
preclude any sand or oil from entering the collection system.

Au operator of an auton*obi1e wash or repair operation must not use or permit the use of chemical agents,
enzymes, bacteria, solvents, hot water or other agents to facilitate the passage of sand or oil through a sand
and oil interceptor.

C01mectious to Saud and Oil ]§u'lgrc.epto1-s.

An operator of an automobile wash or repair operation shall have the following mixtures connected to the
sand and oil interceptor syslemt

All floor drains, wash sinks and washing machines.

The following fixtures shall not 'De connected to a Sand and oil interceptor:

Toilets, udnals and hand sinks

Stoup drains

SAQMPLING

At the request otlGWR, the operator of an automobile wash or repair operation shall coufmrm the operation
of any sand and oil interceptor via analytical testing. This testing shall be perfonned by an accredited
laboratory, and paid for by the owner of the sand and oil interceptor.

RECORIHCEEPING AND RETENTION

Revision: GWR-CP-EX-035 (DOO)
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GLOBAL WATER
Code ofPractice: GWR»CP-EX-035

An operator of an automobile wash or repair operation must keep a record at the auto wash or repair
operation of all sand and oil interceptor inspection and 1naMtanance activities including:

a. The date of `mspect'ion or nlanltenance,

b. The maintenance conducted,

c. The type and quantity of the material removed from the sand and oil interceptor, and

d. The location of disposal of the material removed from the sand and oil interceptor.

The records shall be retained for a pedod of two years, and shall be available on request to GWR Staff

r

Revision: GWR,-CP-EX-035 (000)
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94 Maricopa County
r~0UH84 u Environmental Services Department

PUBLIC WATER SYSTEM COMPL1AN¢1E STATUS REPORT

System Name: 07-179
PWS ID#: Granite Mountain Ranch

Type of System: Community Number of POE's: 1 Surface Water: Ng
Number of Service Connections: M Population Served: 155

Assigned Monitoring Dates - Initial: 1/1/2003 Phase ll: 1/1/2003 Phase V: 1/1/2003

Does the water system have a Certified Operator? yegg

Does the system have major treatment plant deficiencies? No
Please describe:

Date of last inspection: 11/28/2006

Does the system have major O & M deficiencies? -82
Please describe:

Does the system have water quality monitoring/reportirig deficiencies? M
Please describe:

Genera! Public Water System Compliance Status? Compliant

Date of compliance review: 1/24/07 By: Laura Moorhead
Phone: (602)506-6531

Initials:

Requested By: ACC Fax Number/ Contact:
Supervisor Initials: GY Date: 1/24/D7

Tracking Number: 1235

Drinking Water Program
john Kohnau,Manager '
1001 N. Central Ave., Suite 150P]1oenix, Arizona 85004-1940 Pilolllil (602) 506-6666 Fax: (602) 506-6925
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Maricnpa County
GUN Euvironlucmt-.11 Services

Sanitary Survey Deficiencies Corrected.

December 22, 2008

Wales and Waste Managclncnl
Division
Ilxll N. Cunlrnl Avenue #2511

Phocnis, .-\razor B511FI-I

Phone' (MM 5llCI-6666

Faux: (6ll2.}372-D566

TDD 6112 372-DEE

1-

Global Water.
Attn: Susan Armin
21410 n. 19111 Ave Suite 201
Phoenix, AZ 85027

Re: PWS 07-733

Dear Ms, Afmijo:

On October 14, 2008 I performed a sanitary survey of the West Phoenix
Estates #6 water system, which included a list of deficienciesthat needed to
be corrected. This department has received your documentation of
deficiencies corrected. Based on the information available, we currently
show the water system is in Compliance with the Safe Drinking Water Rule
for this date. .i »

If  this department is made aware of  new or dif ferent information, the
compliance status may change. if you have any questions or need additional
information on the requirements for a public water system operating in
Maricopa County, please feel free to contact me at (602) 506-5173.

Sincerely,

\ \ 1
,

D"§:ar1 Vvr}ight
Er\vlrlcirmTental Specialist, Drinking Water Program

cc ADEQ (with enclosures)
PWS File
Michael Mariette
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Maricopa County
Environmental Services Department

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: Valencia Water Company
PWS lD#: 07-078

Type of System: Community Number of POE's: 3 Surface Water: N/A
Number of Service Connections: 3735 PopuLation Sen/ed: 31578 .

Assigned Monitoring Dates 1- Initial: 1/1/94. Phase ll: 1/1/94 Phase V: 1/1194

Does the water system have a Certified OperatOr? Yes

Does the system have major treatment plant deficiencies'? No
Please describe:

Date of last inspection: Fepruaw 9, 2908

Does the system have major o & M deficiencies? No
Please describe:

Does the system have water quality monitoring reporting deficiencies? _Mg
Please describe:

General Public Water System Compliance Status? Compliant

Date of compliance review: 2114107 By: Duncan Wright
Phone: (602) .506-5173

Initials:

Requested By: ACC Fax Number/ Contact:
Supervisor initials: GY Data: 2121/07

Tracking Number: 1246

Drinking Water Program
John Kalgan,Manager
1001 N. Central Ave., Suite 150P11oenix, Arizona 850044940 Phone' (602) 506-6666

L

Pox: (602) 506-6925



Maricopa County
"`9 Us Environmental Services Department

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

4.

System Name: Sweet Water ll
PWS ID#: 07-129

Type of System: Community Number of POE's: 1 Surface Water:
Number of Service Connections: 8 Populaon Served: 291

Assigned Monitoring Dates - lnitiaiz j11/95 Phase ll: 1/1/95 Phase V: 1/1_/93

Does the water system have a Certified Operator? yes.

Does the system have major treatment plant deficiencies?
Please describe: .

DQ

Date of last inspection: June 1, 2007

Does the system have major o 8¢ M deféciencies?
Please' describe:

12

Does the system have water quality monitoring/reporting deficiencies? M
Please describe: _

General Public Water System Compliance Status? Compliant

Date of compliance review: Ma_y 7, 2008 By: Laura Moorhead
Phone: (G02) 506-6631

Initials:

Requested By: Susan Armin Fax Number/ Contact;
Supervisor Initials: _Qt Date: 5/'I 2/08

Tracking Number: 1496

Drinldng Water Proem
_Cohn Kalgan, Manager
1001 N. Central Ave., Suite 250 Phoenix, Arizona 85004-1940 Phone; (602) 5046666 Fax: (602) 3710866
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Mariccmpa County
Environmental Services

Sanitary Survey Deficiencies Corrected.Water and Wnslc Mnnagcmenl
Division
Sm: N- Central Avunuu #ZSII
Plxomix, Arizona 85m0-1

l 'hlm¢»  (002) Sl'l6-(666

Fax: (6112) JT2-0866
TDD 6111312-rm zz

December 22, 2008

Global Water.
Attn: Susan Armin
21410 N. 19M Ave Suite 201
Phoenix, AZ 85027

Re: PWS 187-071

Dear Ms. Armin:

On October 14, 2008 I performed a sanitary survey of the Sunshine water
system, which included a list of deficiencies that needed to be corrected. This
department has received your documentation of deficiencies corrected.
Based on the information available, we currently show the water system is in
Compliance with the Safe Drinking Water Rule for this date.

If  this department is made aware of  new or dif ferent information, the
compliance status may change. If you have any questions or need additional
information on the requirements for a public water system operating in
Maricopa County, please feel free to contact me at (602) 506-5173.

Sincerely,

.H
D scan right
E room tal Specialist, Drinking Water Program"3

l

cc ADEQ (with enclosures)
PWS File
Michael Mallette
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Maricopa County
Envixonnmental Services Dup armament

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: Sun Valley Ranch
PWS lD#: 07.195

Type of System: Cnmmunifv Number of PoE's:
Number of Service Connections: 383

1
Population Served: 1156

Surface Water: 98

Assigned Monitoring Dates - Iniiialz 1/188 Phase II: 1/u98 Phase V:.jl1/93

Does the water system have a Certified Operator? Yes

Does the system have major treatment plant deficiencies? No
Please describe: .

Date of last inspection: November 14. 2006

Does'the system have major O 8- M deficiencies? No
Please describe:

Does the system have water quality monitoringlrepofting deficiencies? No
Please describe:

General Public Water System Compliance Status? Compliant

Date of compliance review: 05115/2008 By: Duncan Wright
Phone: (6021506-5173

Initials: g_w

Requested By:Susan Armin
Supervisor Initials: .4

Fax Number! Contact:
Date:5: ' 9 5

Tracking Number I  9

Drinking Water Program
Holm KarMan,Manager
1001 N. Ccnrxsl Ave., Suiré 250 Phoenix, Arizona 85004-1940 Phone: (602) 506-6666 Fax: (602)372-0866



Maricopa County
Environmental Services Department

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: Roseview Water System
PWS lD#: 07-082 ,

Type of System: Community Number of EPDS's: 1 Surface Water: N/A
Population Served: _QQNumber of Service Connections: L

Assigned Monitoring Dates - Initiait 1/H02 Phase II: 1/1/02 Phase V: 1/1102

Does the water system have a Certified Operator? Yes

Does the system have major treatment plant deficiencies? Miner. ,
Please describe: AIC for POU Svstem for arsenic removal issued 10/18/07. AOC has Q91
ye; been iegged .by MCESD. Two POU samples dated 12/3/2007 slow levels less than ,002
mo/l.

Date of last Sanitary Survey; September 25, 2007

Does the system have major O & M deficiencies?
Please describe:

Does the system have water quality monitoring/reporting deficiencies? Minor.
Please describe: Arsenic_running annual av_e_raq.e at EPD§ is_ .0225 m_Q!l. above the MCL of
.01_mgll. Samples at POU have been below the MCL but will not be entered into SDWIS
until AOC has been issued.

General Public Water System Compliance Status? Non-compliant, min.or

pp/Date of compliance renew: May 27, 20G8 By: Rob Collins
Phone: (602) 506-0719

initials:

Requested Bv=s4sa Armin. Global
Supervisor-lnitials:¢

_Fax number! Contact: e~mail
Date: -38

Tracking Number. JZ

Drfnldng Water Ptegram
_Io1m.Kohnan,Manager
1001 N. Central Ave., Suite 15UPhoenj:<, Arizona 85004-i940 Phone: (602) 506-6666 Fax: 1602) 506-6925

I



ENVIRONMENTAL QUALITY
1110 West Washington Street - Phoenix, Arizona 85007

(602) 771-2300 »  www.azdeq.gov

ARIZONA DEPARTMENT
OF

Janice K. Brewer
Governor

January 29, 2oo9

I

Arizona Corporation Commission
Ms. Dorothy Hairs, Utilities Engineer
12oo W. Washington -
Phoenix, Arizona 85007

RE: Compliance Status for Palo Verde Utilities WRF, Inventory number 105228,
Place ID: 5048, Permit number: 34986 and 43460.

Dear Ms. Hairs,

Your request for evaluation of compliance status for the above facility is completed. Our
records indicate that Palo Verde Ufiiii'ies,.WRF has Aquifer Protection Permit number
34460 and AZPDES permit number 37120 issued on 11/05/2007 and 6/5/2006
respectively.

Both, the Aquifer Protection and AZPDES Permit reporting requirements and
monitoring results which have been submitted indicate the facility is in compliance
based on the current information that is available to ADEQ. No enforcement actions are
pending.

It should be understood that the compliance status of a facility may change from time to
time based upon monitoring results or a facility inspection. Therefore this is based on
the most current information available.

Sincerely,

Fred Vasili, EHS- II
Water Quality Data Unit
Water Quality Compliance Section
FAV@AZDEO.GOV

Northern Regional Office
1801 w. Route 66 • Suite U7 I Flagstaff, AZ 86001

(928) 779-0313

. Southern Reglonal Office
400 West Congress$IStreet »  Suite 433 ' Tucson. AZ 85701

(520) 628-5733

Pr/nfed on recycled paper
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Mariccvpa County
.

LC _

-.>~» ,

. A

DUN Envircrnnnznml Services
[ETC ii; 'Q 38139

Sanitary Survey Deficiencies Corrected.Water andWasteManagement
Division
fun! N. Cunu-4l .-\'..anus #BU
l1hm:ui:<, ,.\riz\>na BSIIII4
l'llrml:: (6112)506-6666
Fax: (GHZ) 872-U86(1
TDD (ll)2 372.H682

November 24, 2008

Garden City Water System
Attn: Susan Armin
21410 North 19111 Ave, Suite 201
Phoenix, AZ 85027

Re: PWS 07-037

Dear Ms. Armin;

On October 14, 2008 I performed a sanitary survey of the Garden City Water
System, which included a list of deficiencies that needed to be corrected.
This department has received your documentation of deficiencies corrected.
Based on the information available, we currently show the water system is in
Compliance with the Safe Drinking Water Rule for this date,

If  this department is made aware of  new or dif ferent information, the
compliance status may change. If you have any questions or need additional
information on the requirements for a public water system operating in
Maricopa County, please feel free to contact me at (602) 506-5173,

Sincerely,

-

~..*

DLir1can wligm
rectal Specialist

CC ADEQ
PWS Fi le
M ic hae l  E l l e t te

4



Maricopa County
Environmental Semlces Department

PUBLI_C W A t §R  S Y S T E M COM PLIANCE STATUS REPORT

System N a m e : Dixie W_a;er Company
p o s  I D # : 07-030

Type of System: Community Number of PoE's: 1 Surface Water: la
Number of Service Connections: 2_§ Popuiaon Served: ii

Assigned Monitoring Dates - Initial: 111f99 Phase it: 1l_1/9Q Phase V: 1/1/99

Does the water system have a Certified Operator? Yes

Does the system have major treatment plant deficiencies? n/a
Please describe:

Date of last inspection: February 13, 200-81.

Does the system have major O & M deficiencies? Ng
Please describe:

Does the system have water quality monitoring/reporting deficiencies? No
Please describe: System_ has .performed oubiic notice _for total coliform MCL. in _November
2005 and for missed monitoriqq Othe!' coiTective action. also compiefed.

General Public Water System Compliance Status? Compliant.

Date of oomp!iance review: 0911112006 By: Genevieve Young Initials:
Phone: (802) 508-0462

Requested By: Robyn Warmer Fax Number! Contact: Tracking Number; 1184

DrinkingWater Program
john Kalman,Manager
1001 N. Central Ave., Suite 150Phoenix, Arizona 85004-1940 Phone: (602) 506-6666 F:L'(: (608) SOS-6925
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Maricopa County
Environmental Services Department

4

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: ggfur Water
PWS lD#: 07-114

Type of System: Communitv Number of POE's1 _'L _Surface Water: l a
Number of Service Connections: Q Population Served: 246

Assigned Monitoring Dates - Initial: 1/1/95 Phase H: t/1/95 Phase V: 1/W98

Does the water system have a Certified Operator? Yes.

Does the system have major treatment plant deficiencies? _Hg
Please describe:

Date of last inspection: November 1. 2008

Does the system have major O 8¢ M dmiciencies? .No ,
Please describe: System sqtgrnitted documentation on 5/16/2008 that Backflow Prevention
plan hoe been impiementegi.

Does the system have water quality monitoring/reporting deficiencies? No
Please describe;

General Public Water System Compliance Status? Compliant

Date of compliance review: G512012008 By: Duncan Wright
Phone: (8021505-5173

Initials:

Requested By: Susan.Anmii<;
Superv isor Ini t ials: 4

Fax Number/ Contact
Date: 92 Sfo 8

Tracking Number: /'3 <9

Drinking WaterProgram
john Karman,Manager
1001 N. Central Ave., Suite 250 Phoenjx, Arizona 850041940 Phone; (602) 506-6666 Fax:(602) 372-GB66

-¢



Maricopa County
Environmental Services Department

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: B&D Buckeye Ranch

PWS lD#: 07-ls18

Type of System: .Community Number of POE's: 1 Surface Water: Q
Number of Service Connections: Q Population Served: 285

Assigned Monitoring Dates - Initiafz 1/1/98 Phase ll: 1/1/98 Phase V: 1/1/98

Does the water system have a Certified Operator? Yes

Does the system have major treatment plant deficiencies?
Please describe;

Date of last inspection: February 20 2007.
.p

Does the system have ma]or"o & M deficiencies? 89
Please describe:

Does the system have water quality monitoring reporting deficiencies?
Please describe:

No

General Public Water System Compliance Status? Compliant

Date of compliance review: 0518108 By: Mike E l l e t t e Initials: MKM
Phone! (8021 506-B844

Requested By: Jenny Fax Number/ Contact:
Supervisor Initials; Date: 5/12/08

_ -Tracking Number: 1500

9

Dxinlcing Water Program
john Kalgan, Manage:
1001 N. Central Ave,, Suite 150Pho¢t.j.x* Arizona 85004-1940 Phone: (602) 506-6666

J

Fax: (602) 506-6925



System Narna ISystem T Is system consecutive?

SANTA' CRUZ WATER COMPANY x Community Yes,
t:5 PWS#System ID # .Non-transient Nun»community

11131 Transient Non-community x No

Overall compliance status x No major deficiencies Major deficiencies
Major deficienciesIIMonitoring and Re ort if status X

xOperation and Maintenance status No major deficiencies Major deficiencies

Date of last Sanitary Survey 5/31/07 Inspector Karen berry, CRO

Major unresolved ongoing operation and maintenance deficiencies:
[ } unable to maintain 20psi [] inadequate storage
[1 cross connection/backfiow problems [1 surface water treatment rule
[1 treatment deficiencies [ approval to constructlof construction
[ T certified operator l] other

Comments: None

| Yesn .d Inst r  t '  e or  Er  in ef fect?I ADE x No

Comments: None

System Information
Population Served 39,367

Service Connections 14,689
Number of En Points to the Distribution System. 1

4Number of Sources
Initial Moni5ring Year 2003

nMonitorinq Assistance Program MAP S stem Yes x No

Evaluation completed by

Phone 602-771-4641 Date December 9, 2008.

x
Based upon data submitted by the water system, ADEQ has determined that this system is
currently delivering water that meets water quality standards required by 40 CFR 141/Arizona
Administrative Code, Title 18, Chapter 4.
Based upon the monitoring and reporting deficiencies noted above, ADEQ cannot detemiine if
this system is currently delivering water that meets water quality standards required by 40 CFR
141 /Arizona Administrative Code, Title 18, Chapter 4. ,
Based upon the operation and maiNtenance deficiencies noted above, ADEQ cannot determine if
this system is currently delivering water that meets water quality standards required by 40 CFR
141 /Arizona Administrative Code, Title 18, Chapter 4.

Arizona Department of Environmental Quality
Drinking Water Monitoring and Protection Unit

Mail Code 5415B-2
1110 West Washington Street .

Phoenix, AZ 85007

Drinking Water Compliance Status Repo>rt

No major deficiencies

Comments: None

l

. . 6 4 4
Donna Calderon,  Mar iagen{ ; ;_/
Drinking Water Monitoring and Protection Unit

This compliance status report does not guarantee the water qualify for this system in the future,
and does not reflect the status of any other water system owned by this utility company.

Revised April 2008

I



System Name ISystem Ty Is s stem consecutive?

8 Community Yes,
to PWS #

WILLOWVALLEYWC-KING STREET
System iD # Non~transient Non-community

08040 Transient Non-community X No

Overall compliance status >< No major deficiencies Major deficiencies
1 a IMonitoring and Ra rtln status [Xl No ma or deficiencies E Major deficiencies

Comments: None

Operation and Maintenance status X No major deficiencies Major deficiencies
Date of last Sanitary Survey 12/20/05 Inspector Marti Bled, NRO

Major unresolved/ongoing operation and maintenance deficiencies:
I | unable to maintain 20psi I
[EI] cross connection/baekflow problems [
[ | treatment deficiencies .{
I }DertiTTed .peri nr [

| inadequate storage
| surface water treatment rule
I atciaoc
} other =

Comments: None

Is an ADEQ administrative order In effect? Yes X No

Comments: None

System Information
Population Served - 4353

Service Connections 1451

2Number of End Points to the Distr'bution System
Number sources 2
Initial Monitoring Year 1994
Monitoring Assistance Program MAP System X Yes No

Evaluation completed by rDanna Calderon, Manager
Drinking Water Monitoring and Protection Unit

. Phone 602-?71~4641 Date February 13, 2009
X Based upon Hara submitted by the water system, AD EQ has determined that this system is

currently delivering water that meets water quality standards required by 40 CFR 141lArizona
Administrative Code, Title 18, Chapter 4.
Based upon the monitoring and reporting deficiencies noted above, ADEQ cannot determine if
this system is currently delivering water that meets water quality standards required by 40 CFR
141lArizona Administrative Code, Title 18, Chapter 4. _ _ _
Base8'upon the operation and maintenance deficiencies noted above, ADEQ cannot determine if
this system is currently delivering water that meets water quality standards required by 40 CFR
141TArizona Administrative code, Title 18, Chapters.

Arizona Department of Environmental Quality
Drinking Water Monitoring and Protection Unit

Mai! Code 5415B-2
1110 West Washington Street

Phoenix, AZ 85007

Drinking Water Compliance Status Report

Is

f f  n

ThlscompHanca status report does not guarantee the water quality for this system in the future,
and does not reflect the status of any other water system owned by this utility company.

Revlsed September 2G08



s tem Name a eSystem T Is s tem consecutive?

WILLOW VALLEY WC-LAKE
CWIARRON

>< Community Yes,
to PWS #

System ID # Non-transient Non-community

08129 Transient Non-oommurnty X No

Overall compliance status QS No major deficiencies Major deficiencies
I ¢Monitorlng and Re ort if status No major deficiencies Major deficiencies

Comments: None

Date of last Sanitary Survey

is an ADEQ administrative order in effect? Yes >< No

Comments: None

S stem Information
I3opation Served
Service Connections

384
112

Number of End Points to the Distribution S stem 1
2Number of Sources

Initial Monitoring Year 1995
Monitoring Assistance Program (MAP) S stem X Yes No

Evaluation completed by Donna Calderon, Manager
Drinking Water Monitoring and Pro action Unit
602-771-4641 I DatePT1one

X Based Lt'pan data submstied by the water system, ADEQ has determined that this system is
currently delivering water that meets water quality standards required by 40 CFR 141/Arizona
Administrative Code, Title LB, Chapter 4.
Based upon the monitoring and reporting deficiencies noted above, ADEQ cannot determine if
this system is currently delivering water that meets water quality standards required by 40 CFR
141IArizona Administrative Code, TitJe 18, Chapter 4. _
Based upon the operation and maintenance deficiencies noted above, ADEQ cannot determine if
this system is curren'dy derivering water that meets water quality standards required by 40 CFR
141lArizona Administrative Code, Title 18,Chapters.

Arizona Department of Environmental Quality
Drinking Water Monitoring and Protection Unit

Mail Code 54158-2 ,
1110 West Washington Street

Phoenix, AZ 85007

Drinking Water Compliance Status Report

Operation and'ma fntenance stains
12/20/06 Marti Blad, NRO

Major unresolved/ongoing operation and maintenance deficiencies:
[UI unable lo maintain 20psi [ll inadequate storage
[Q] cross connection/backftow problems ID] surface water treatment rule
[ti] treatment deficiencies [lj] atclaoc
[Q] certified operator [UI other =

Comments: Florie

8

/1

1

Tris compliance status report does not guarantee the water quality for this system in the future,
and dues not reflect the status of any other water system owned by this utility company. '

RevisedSeptember 2008
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CO1VIi5ANY'NAME: Global Water - Palo Verde Utilities Company

Wastewater Inventory Number (if applicable):Name of System: Palo Verde Utilities Company

TYPE OF TREATMENT
(Extended Aeration, Step Aeration, Oxidation Ditch,
Aerobic Lagoon, Anaerobic Lagoon, Triclding Filter,
Septic Tank, Wetland, Etc.)

1 x 3.0 MGD SBR Tertiary Treatment Facility
1 x 0.3 MGD Pacultative Lagoon (not in use)
1 x 3.0 MGD SBR Tertiary Treatment Facility- not yet
operational

DESIGN CAPACITY OF PLANT
(GallonsPer Day) 1 - r APP 105228)

3.0 MGD
Permitted Capacity = 9.0 MGD (

Location
Quantity
of Pumps

Horsepower
Per Pump

Capacity Per
Pump (GPM)

Wet Well
Capacity (gals)

Rancho E1 Dorado L/S 3 20HP 1000 23,095

Reclaimed Water Delivery System 3 50HP 2100 93,223

Cobblestone Lift Station 2 18HP 950 3,900

McDavid L/S 2 '/OHP 650 8,900

Maricopa Groves US 2 401-IP 750 15,600

Alterra L/S 2 15HP 880 (no head) 13,200

Tortosa US 2 5 HP 300 (no head) 10,300

PVWR Influent L/S 2 100 HP 5,000 263,000

Size Material Length (Feet)

6-i1'lCh PVC 1850

8-j_nch PVC 520

10 inch PVC 6,552

l4~inch PVC 2,406

Reclaimed Water Lines 8" C-900 5957

10"C-900 6260

12"C-900 130

16"C-905 5320

I 8"C-905 31890

24"c-905 20536

24"c-900 9770

10" DiP 30

16" DIP 710

18" DIP 240

24"D[p 2115

WASTEWATER CQMPANY PLANT DESCRIPTION
TREATMENT FACILITY

LIFT STATION FACILITIES

FORCE MAINS

3



Quantity

48

Type Quantity

Standard 1497

Drop 35

ljischarge 1

MANHQLES CLEANOUTS

4.

Note: If you are filingfor more than oNe system, please provide separate sheets
for each system.

J
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COMPANY NAME:Global Water - Palo Verde Utilities Company

Name of System: Wastewater Inventory Number (if applicable) :

Size
(in inches) Material Quantity

4 PVC 14,276
8 PVC 8

Size
(in inches ) Material

Length
(in feet)

6 PVC 115

8 PVC 458071
10 PVC 41379

12 PVC 32272
14 PVC 5080

15 PVC 16071

18 PVC 5926

24 PVC 9319

30 PVC 5084

36 PVC 7242
8 DIP 1903

10 DIP 490

12 DIP 2860

14 DIP 480

15 DIP 343

16 DIP 145

18 DIP 255

24 DIP 3200
30 DIP 2495

18 HDPE 2480

24 HDPE 14844

27 HDPE 1679

30 HDPE 11541

36 HDPE 10660

42 HDPE 11551

48 HDPE 4474

18 RGR Concrete 140

24 RIB 100

30 RIB 4260

q0LI])$ PROCESSING AND HANDLING
EACILITIES

2 x 1.5m Filter Belt Press
2 x Conveyor System for Biosolids
4 x % in Influent Trash Removal Auger
ex Grit Classifier

WASTEWATER CQMPANY PLANT DESCRIPTION (CONTINUED)

COLLECTION MAINS SERVICES

FOR THE FOLLOWING FIVE ITEMS. LIST THE UTILITY OWNED ASSETS INEACH CATEGORY
PER WASTEWATER SYSTEM

12



I

2 x Conveyor for Grit/Trash

DISINFECTION EQUIPMENT (Chlorinator,
Ultra-Violet, Etc.)

2 x Low Pressure High Intensity UV
2 x Char rinatif n System
2 x Dechlorination System

FILTRATION EQUIPMENT
(Rapid Sand, Slow Sand, Activated Carbon, Etc.)

6 x 1.0 MGD sand filters (gravity, traveling bridge)

STRUCTURES
(Buildings,Fences,Etc.)

2 x Office/Lab/Storage - 1500 sq fr
2 x SBR Blower Building : 1400 sq ft
2 x Headwords Building = 2800 sq ft
2 x Blower/S solids Handling = 2400 sq ft
2 x Masonry Walls (Fixation + Odor Control) = 600 ft
Chain Link Fence: Lagoon = 2450 ft, 2 x SBR = 800 fr

OTHER
(Laboratory Equipment, Tools, Vehicles, Standby
Power Generators, Etc.

Odor Scrubbers: 2 x Lift Station; 4 x SBR Systems
2 x Polymer Injection System
2 x 1500 kW D/'G
2 x350kvAD/G
2 x80kVAD/G
2 x60kwD/G
2 x HACH Portable Water Test Kit (DR2000)
5 x 98 Ton Pick-upTruck

Note: If you are jilingfor more than one system, please provide separate sheets
for each system.

13



COIWPANY NAME' Global Water - Palo Verde UtilitiesCompany

'Wastewater Inventory Number (if applicable):Name of System:

MONTHIYEAR
(Most Recent 12 Months)

NUMBER OF
SERVICES

TOTAL MONTHLY
SEWAGE FLOW

SEWAGE FLOW ON
PEAK DAY

January 15,678 60,128,000 2,234,000

February 15,764 58,755,000 2,354,000

March 15,833 62,924,000 2,313,000

April 15,965 60,441,000 2,620,000

May 16,107 59,646,000 2,490,000

June 16,191 54,666,000 2,039,000

July 16,285 59,048,000 2,232,000

August 16,348 60,494,000 2,292,000

September 16,386 64,744,000 2,706,000

October 16,418 59,430,000 2,421,000

November 16,420 62,621,000 2,448,000

December 16,446 65,928,000
1.

2,427,000

|

Method of Effluent Disposal
(leach field, surface Water discharge, reuse, injection wells, groundwater
recharge, evaporation ands, etc.)

Re- Use to Type 2. Reclaimed
AzPDES

Groundwater Permit Number

ADEQ Aquifer Protection Permit Number
APP 105228
APP 103558
APP 105668

ADEQ ReusePermitNumber

R103558
R105393
R105394
R105395
R105392
R105228
R105869
R105870
Rl05871
R105873

AZ0025071

WASTEWATER FLOWS

PROVIDE THE FQLLOWLNG INFORMATION AS APPLICABLE PER WASTEWATER SYSTEM

EPA NPDES Permit Number

Joie: If you are jilingfor more than one system, please provide separate sheetsfor each system

14



ADWR ID Number* Pump
Horsepower

Pump Yield
(rpm)

Casing Depth
(Feet)

Casing Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-612737-'smim 100 1070 1000 20 8 1972

:83-617334 Vance 250 1965 800 20 10 1973

55-621407 - Neely West 350 1980 700 12 10 1955

55-6214136 - Neely Nunn 400 2000 1000 12 10 1955

55~509941- Rancho Mirage @ 400 2800 1100 16 N/A 1985

55-62.1410-Porter @ 100 1000 400 20 10 1955

55-621=i08- Neely East # 350 2.00 1000 12 10 1955

55-801069~Cobbiestone@ 200 1280 600 12 10 1957

55-624637-G1ennwi1dB@ N/A 1380 1992 18 N/A 1965

5 623132-maric0pa Meadows # UNK 1400 600 20 4 UNK

55-615741 - Maricopa Groves# N/A 1200 1675 20 N/A UNK

55-612247- Amarillo Creek East 300 1800 1000 18 10 1973

53-612254 Sunset Canyon ** 300 1500 1200 16 10 1978

55-6240314-Iomestead West** UNK 860 1430 18 1976

55-624629 Homestead East** UNK 1200 UNK 20 1960

Name or Description
Capacity

(rpm)

Gallons Purchased or Obtained
(in thousands)

None

BOOSTER PUMPS FIRE HYDRANTS

I-Iarsepower Quantity Quantity Standard Quantity Other

150 HP 5 H81 0

40 HP 4

75 HP 5

50 HP S

200H;p 1

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

500,600 2 5,000 4

) 1,500,000 2 10,000 1

1

COMPANY NAME: Global Water - Santa Cruz Water Company

Nlame of System ADEQ Public Water System Number 11-131

MTER COMPANY PLANT DESCRIPTION -
W E L L S

# Not Operational, ** Well undergoing rehabilitation
@ constructioWirrigation use only

DTHER WATER SOURCES

. 1,500,000

Note: Ifyau are tiling for more than one system, please provide separate sheetsfar each system;

1 0



colmi8>Any NAME : Global Water - Santa Cruz Water Company

ADEQ Public Water System Number: 11-131Name of System :

Size (in inches) Quantity

S/8X% 1832
3/4 14414
1 198

1 U2 51

2 151

3 3

Turbo 3 0

4 3
Turbo 4 0
Comp. 6 0
Turbo 6 0
Hydrant 59

Size (in inches) Material Length (in feet)
2 PVC 11,340
3 PVC 220
6 PVC 26,896
8 PVC 426,449

10 p l c 13,231
12 PVC 84,709
16 PVC 71,463
20 PVC 10,200

6 DIP 177
8 DIP 38,883

12 DIP 13,290
16 DIP 74,787
24 DIP 15,724

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:
Qhlorine Injection Systems at Main W:-ge; Distribution Center and at Qroyes WDC and Meadows WDC.

STRUCTURES :
Mobile Mini Trailer
Masonry Brick Walls (Vance Well,}ET_P, WDC'.s)
Qffice Trailer a_t Maricopa Meadows
Office/CustQ;n_er_Service Center 25.900 sf
OTHER:
SCADA Communications System & Video Monitoring System
ITRON 2.0 Radio AMR System (endpoints, MVRS mobile read system, handhelds)
ITRON Fixed Network 2.5 AMR System (CCUs, endpoints)
Trailer Mounted Emergency Generator
Switchgear for Distribution Systems ac Well Sites
1 x 600 kW Emergency D/G
2 x Chevrolet Trailblazer
13 x Silverado Utility Vehicles
3 x Colorado Utility Vehicles
3 x Service Body Vehicles
1 x Econoline Van
2 X Toyota Utility Vehicles

Note: If you are filingfor more than one system, please provide separate sheets
br each system.

. 11



COMPANY NAME: Valencia Water Company

07-098 ADEQ Public Water System Number: 07-078Name ofSystem:

ID Number* Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

554078066 F* Central) 25 400 560 84

53-e07656(4"'Base1m¢#1) 10 80 490 .6 2

55-577508(4"' Baseline #2) 60 600 620 8 2

55-607658(7° "Alarcon #1) 15 80 625 6 2

55-599950)'7'*' Alarcon #2) 50 250 610 10 2004

55-202400 (Bales School) 50 30 620 11

552001055-Ri&{& West 1) Not Active 425 640 11

55-202399(Riata West 2) Not Active 525 660 11

3-203651l(Ev¢tgr¢@n #1) Not Active 300 520 11

55-203650(Evergreen #2) Not Active 700 800 10

11

2004

5-205540(EvergTeen #3) Not Active 450 740

20 110

60 350 900 10%

55-595258(Sonoran Vista SW) 100 500

55-:200564(Sonoran Vista SE) Not Active

55-201740(Sonoran Vista NE) 150 750

55-595289(AZ Machinery) Not Active

55-20364§ls¢hu1¢ #1) Not Active 535 11

55-203620(Schult #2) Not Active 200 3

55-206355 (Evergreen #4) Not Active 760 11

55-207988(Evelgreen #5) Not Active 820 11

55-201739(Crystal Vista) Not Active 650 11

55-206l64z(m0>fana Vista) Not Active 1,000 11

55-201726(Miller Manor ) Not Active 800 10

WATER COMPANY PLANT DESCRIPTION
WELLS

'S-5992b4(BIue Hills #1)

55~592220(BlueHills #2)

* Arizona Department of Water Resources Identification Number

10



l

IName or Desai son
Capacity
(rpm)

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

25 8 164

15 8

5 Z

20 3

30 3

40 6

50 4

60 2

2

2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

750,000 1 5,000 5

500,000 2 4,000 1

190,000 1 2,000 1

180,000 1 1,000 1

100,000 1 6,000 1

215,000 1

800,000 1

1,000,000 1

OTHER WATER SOURCES

I 100

150
I

Note: If you are filing for more than one system, please provide separate sheets
for each system.
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Size (in inches) Quantity
5/8 X 3/4 4787

3/4 380
1 118

1 UP 18
2 129

Comp. 3 3

Turbo 3 0

4Comp. 1
Turbo 4 0
Comp. 6 1
Turbo 6 0
Hydrant 29

Size (in inches) Material Ifan (ill feet)
2 PVC 525

3 - p l c 6,675
4 PVC 52,731
5
6 PVC 51,850

8 PVC 85,930
10
12 PVC 1906

6 DIP 382

8 D1P 155

LE DLP 16,123
8 DIP 60

C01\/IPAN NAME: Valencia Water Company- -

nfame of System: Valencia Water Company ADEQ Public Water System Number: 07-0780

WATER CQMPANY PLANT DESCRIPTION rC0NT1NUED)

MAINS CUSTOMER METERS

1.

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT :
ArsenX treatment system s

7m 8 Aiarcon
Bales
Blue Hills
am 84 Baseline
48' 8; Central

Coagulation Filtration System
Sonoran Vista

STRUCTURES:
Local Office structure - storage. Qftice space go (201 E Coronado, Buckeye)
Block Walls arolgld we!! sites 4;1d_1Jooster stations

OTHER:
10 Utility Vehicles
1 Dump Truck
1 Bacldwe
1 Trackhoe
3 Trailers

Note: If you are flingfor more than one system, please provide separate sheets
. for each system.

4
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CQMPANY NA8v1E: Water Uumy of Greater Buckeye
i:0nsoL1'iJATED ADEQ Public Water System Number:Name ofSystem:

ADWR H) Number* Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-802328 (SWT) 3 30 513 18 1%

55-802333 (SWF) 5 40 279 8 1%

35-800947 (Sun Valley) 2 0 300 16-20 1 %

55-618513'(Bulfer) 5 40 252 8 15/2

55-572657 (Sonorant R.) 5 150 850 6 1 %

Name or Description
Capacity
(rpm)

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

Sec Individual PWS

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

See Individual PWS

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note:  I f  you are f i l ing for  more than one system, please provide separate sheets
for  each system.

r

10



Size (in inches) Quantity
5/8 X 3/4 523

3/4 74
1 54

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material |Len h (in feet)
2 PVC 525
7 PVC 1,000
4 PVC 4,090
5
6 PVC 29,134
8 PVC 900

1 0 PVC 800
1 2

I

COINIPANY NAME: Water Utility of Greater Buckeye

Name of System: CONS OLIDATED ADEQ Public Water System Number:

WATER C01\H'ANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT :
Arsenic Treatment System at §_onoran Ridge

STRUCTURES :

OTHER:

Note: If you are jilingfor more than one system, please provide separate sheets
for each system.

1 0



ADWR ID Number* Pump
Horsepow

Er

Pump Yield
(rPm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-802328 (SWT) 3 30 513 18 1%

55-2300947 [Sun Valley) 20 300 16-20 1%

Name or Description
Capacity

( rpm)
Gallons Purchased or Obtained

(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

7.5 1

10 2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

l25,.QUO 1 3,000 1

L

COMPANY NAME: Water Utility of Greater Buckeye

Name of System: 07-195 Sun ValleyfSW 1 .- ADEQ Public Water SystemNumber:

WATER CQMPANY PLANT DESCRIPTION

WELLS

* . Arizona Department of Water Resources Identification Number

GTHER WATER SOURCES

Note: If you are jilingfor morethanone system, pleaseprovide separate sheetsfor each system.
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Size (in inches) Quantity
5/8 X%

3/4
1

1 1/2
2

Comp. 3
Turbo 3

aCom . 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material \
(.Len h m feet)

2
3
4
s

6

8

10
12

COMPANY NAME' Water Utility of Greater Buckeye

Name of System: 07-195 SunValley/SW 1 ADEQ Public Water System Number:

WATER CQMPANY PLANT DES CRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This information is not available for individual PWS. See Consolidated report above.

For the following three items, list the utility owned assets in eachcategory for each system.

TREATMENT EQUIPMENT :

S TRUCTURES1

OTHER :

Note: If you are filing for more than one system, please provide separate sheets
for each system.

11



ADWR II)
Number*

Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-802333 (SWF) 5 40 279 8 1%

Name or Description
Capacity
( m)' |

Gallons Purchased or Obtained
(in thousands)

BOOSTER PLMPS FIRE HYDRANTS

Horsepower QUantity QuantityStandard Quantity Other

7.5 l

5 1

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

11,000 4 2,000 1

147,000 1

COMPANY NAME: Water Utility of Greater Buckeye

Name of System: 07-129 Sweetwater II - ADEQ Public Water System Number:

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Nate: H3/ou arejilingfor more than one system, please provide separate sheetsfor each system.

1

u
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CUMPANY nA1\/1381: Water Utility ofGreaterBuckeye
ADEQ Public Water System Number:Name of System: Sweetwater I I

Size (in inches) Quantity
S/8 X 3/5

3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material Length (in feet)
2
3
4
5
6
8
10
12

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This information is not available for individual PWS. See Consolidated report above.

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:

STRUCTURES1

OTHER :

Note: If you are jilingfor more than one system, please provide separate sheets
for each system.
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An wiz H)
Number*

Pump
Horsep0w8r

Pump Yield
(rPm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-618513 (Buffer) 5 40 252 8 1%

Name or Description
Capacity

(rpm)
Gallons Purchased or Obtained

(in thousands)

BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other

25 I

10 2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

200,000 1 2000 1

I

COMPANY NAME: Water Utility of Greater Buckeye

Name of System: 07-114 Bulwer/Primrose ADEQ Public Water System Number:

WATER CUMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note: If you arejilingfor more than one system, please provide separate sheersfor each system.

.

10
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CONIPANY NANIE: Water Utility of Greater Buckeye

07-114 BulferfPrimrose ADEQ Public Water System Number:Name of System:

Size (in inches) oquantity

S/8 X%
3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material Length (in feet)
2
3
4
5
6

8

10
12

WATER CQMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This information is not available for individualPWS. See Consolidated reported above

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:

STRUCTURES :

OTHER:

Note: Ifyau are filing for more than one system, please provide separate sheets
for each system.
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ADWR H) Number* Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-372657 (Sonorant R) 5 150 850 6 1 Vs

Name or Description
Capacity

(rpm)
Gallons PUrchased or Obtained

(in thousands)

BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity QuantityStandard Quantity Other

30 1 24

20 2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

150,000 1 5,000 1

I

COMPANY N MIE: Water Utility of (rearer Buckeye

Nameof System: W7-732 Sonora Ridge ADEQ Public Water System Number:

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SUURCES

Note: If you are jilingfor more than one system, please provide separate sheetsfor each system.
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Size (in inches) Quantity
5/8X%

3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material Length (in feet)
2
3
4
5
6
8

10
12

COMPANY NANIE: Water Utility of Greater Buckeye

Name of System: -07-732 Sonora Ritlge ADEQ Public Water System Number:

WATER CGMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This 'information not available for 'individual PWS. See Consolidated reported above.

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT :

Arsenic Treatment Qvstem

STRUCTURES :

OTHERS

Note: If you are filing for more than one system, please provide separate sheets
far each system

I

11
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I
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COMPANY NAME' Water Utility of Greater Tonopah

i:dNS0LIDATEN ADEQ Public Water System Number:Name of System:

ADWR ID Number* Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-803811 (B&D) 1.5 20 283 12 1 %

55-639586 (Dixie) 5 40 246 16 1 %

85-804131 (Garden C) 5 30 980 8 1 %

55-802143 (Roseview) 5 30 975 6 1 %

S5-802141 (Sunshine) 7.5 130 153 8. 1%

55-802145 (WPE6) 7.5 20 570 8 1 %

55-802144 (Tufts) 2 20 400 8 1 %

55-802962 (Buckeye R) 5 125 900 16 2 2000

10 20 790 8 1 %

Name or Description
Capacity

(rpm)
Gallons Purchased or Obtained

(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

See Individual pos 25

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

I See Individual PWS

WATER COMPANY PLANT DESCRIPTION
WELLS

55600209 ( WPE 1)

*- Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note: If you are jiling for more than one system, please provide separate sheetsfor each system.
10



Size (in inches) 0 quantity

5/8X% 338

3/4 3

1 15

1 1/2 2

2 5

Comp. 3 l

Turbo 3
Comp. 4
Turbo 4
Come 6
Turbo 6 1

Size (in inches), Material Length (in feet)

2 PVC 12,290

3 PVC 2,790
4 PVC 33,680

s
6 PVC 10,561
8 PVC 13,700

10
12

COMPANY NAIWE. Water Utility of Greater Tonopah

Name of System: CONSOLIDATED ADEQ Public Water System Number'

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTQMER METERS

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:
ChlorMator installed at each well site,
Arsenic/Flwmride Trwfmewt of WPE #6
Arsenic Treatment System at B&D/Buckeye Ranch and Sunshine.
Point of Use System at lgii9, Roseview and WPE #1

s TRUCTURES :

OTHER:
1 Company Vehicle

Note: If you are filing for more than one system, please provide separate sheets
for each system. .

1 l

10



ADWR ID Number* Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches) Drilled

55-803811 lB8cD) 1.5 20 283 12 1%

553802962 (Buckeye R) 5 125 900 16 2 2000

Name or Description
Capacity

( m)\ I

Gallons Purchased or Obtained
(in thousands)

IBOOSTER PU
Horsepower

S FIRE HYDRANTS

Quantity Quantity Standard Quantity Other

40 1

10 3

150 1

7.5 1

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

150,000 1 5,000 1

5,000 1 500 1

220,000 1 2,000 1

COMPANY NAME: Water Utility of Greater Tonopah

Wayne of System: 07-618 B8zD/Buckeye Ranch ADEQ Public Water System Number : 0'7-618

WATER CGMQPANY PLANT DESCRIPTION

WELLS

1 7

=s= Arizond Depart1nent of Water Resources Identification Number

OTHER WATER SOURCES

I

Note: If you are jilingfor more than one system, please provide separate sheets
for each system. .

11



E:01viI3Any NAME: W=Eer Utility of Greater Tonopah
ADEQ Public Water System Number: 07-618Name of System: 07-618 B8¢D/Buckeye Ranch

Size (in inches) I ualitity
5/8 X 3/1

3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material Length (in feet)

2
3
4
5
6
8

10
12

WATER CQMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for eachsystem.

TREATMENT EQUIPMENT :
Chlorinators installed at each well site.
Arwnin Treatment System

STRUCTURES :

OTHER :

Note: If you are filing for more than one system, please provide separate sheets
for each system.

1 1



ADWR ID
Number*

Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-639586 (Dixie) 5 40 246 16 18/2

Name orDescription
Capacity
(rpm)

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

5 1 :D

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

10,000 1 500 1

5,000 1

OIWPANY NAME: Water Utility of Greater Tonopah

Name of System: 07-030 Dixie ADEQ Public Water System Number: 07-030

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note: If you are jilingfor more than one system, please provide separate sheetsfor each system.

10



f:bmipAlny NAME: Water Utility of Greater Tonopah
I Iare of System: 07-030 Dixie ADEQ Public Water System Number: 07

Size (in inches) I ,quantity

5/8 X 3/,
3/4
1

1 UP
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

size (in inches) Material Len h (in feet)
2
3
4
5
6
8

10
12

WATER COMPANY PLANT DESCRIPTION (CONT1NUED>

MAINS CUSTQMER METERS

*This 'Information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT; |
Chlorinafnrs installed at reach well site.

STRUCTURES :

OTHER:

Note: If  you are f i l ingfor more than one system, please provide separate sheetsfor each system.

11



ADWR ID
Number*

Pump
Horsepower

Pump Yield

(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-802145 (WPE6) 7.5 20 570 8 1%

Name or Description
Capacity

(rpm)

Gallons Purchased or Obtained
(in thousands)

IBOOSTER P

Horsepower

S FIRE HYDRANTS

Quantity Quantity Standard Quantity Other

7.5 2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

6,000 1 2,000 1

5,000 1

t;'0MPANY NAME: Water Utility of Greater Tonopah\

\Tame of system: 07-733 WPE 6 ADEQ Public Water System Number: 07-733

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note: If you are flingfor more than one system, please provide separate sheetsfor each system.

10



Size (in inches) Quantity
5/8 X 3/

3/4
1

1 UP
2

Comp. 3
Turbo 3
Comp- 4
Turbo 4
Comp. 6
Turbo 6

1

Size (in inches) Material Len h (in feet)
2
3
4
5
6
8

10
12

CO ANY NABW: Water Utility of Greater Tonopah

I Name of Sys¢em= - 67.733 WPE 6 ' ` ADEQ Public Water System Number: 07-733

W AT E R COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:
_Ch1miJaaIQra.inata1l:d.aLeach well site.
Arsenic/fluoride treatment at WPE #6

STRUCTURES :

4

OTHER:

Note: If you are filing for more than one system, please provide separate sheets
for each system.

11



Meter Size
(inches)

Year
Drilled

ADWR IJ)
Number*

Pump
Horsepower

Pump Yield

(8PI11)

Casing
Depth
(Feet)

55-802144 (Tufts) 2 20 400 8 1 Vz

Name or Description
Capacity

(8Pm1

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

5 1

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

5,700 1 1250 1

OMPANY NAME: Water Utility of Greater Tonopah

are of System: 07-617 Tufts ADEQ Public Water System Number' 07-617

WATER COMPANY PLANT DESCRIPTION

WELLS

Casing
Diameter
(Inches)

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

I

- Note: If you are Jfilirzg for more than one system, please provide separate sheets for each system.
10



Size (in inches) I quantity

5/8X%
3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material I hLen (in feet)

2
3
4
s
6
8

10
12

COINCIPANY NAME:

Name of System: 07-617 Tufte

Water Utility of Greater Tonopah

.. ADEQ Public Water System Number' 07-617

WATER COMPANY PLANT DESCRIPTION MIUNTINUEDW

MAINS CUSTUMER METERS

*This information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT :
Chlorinator to be i;1sta11ed a_t each v4g11 site. ,

EQiJ[1J;.o£MeABeniaMeaImen a1m&jnmaIlrri at fiarh rr'.4ir1p.nnn

STRUCTURES :

OTHER;

Note: If you are jilingfor more than one system, please provide separate sheets
for each system.

I.

11



Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-804131 (Garden C) 5 30 980 8 1%

1

Name or Description
Capacity

(rpm)
Gallons Purchased or Obtained

(in thousands)

BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity QuantityStandard Quantity Other

5 1

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

15,000 1 2,000 1

10,000 1

COMPANY NAME: Water Utility of Greater Tonopah

Name of System: 07-037 Garden City ADEQ Public Water System Number: 07-037

WATER COMPANY PLANT DESCRIPTION

WELLS

-ADWR ID Number*

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

I

Note: If you are filing for more than one system, please provide separate sheetsfor each system.

10



c0m13Any NAME: Water Utility of Greater Tonopah
ADEQ Public Water System Number: 07-037Name of System: 07-037 Garden City

Size (in inches) Quanti
5/8X%

3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material ILen h (in feet)
2
3
4
S

6
8

10
12

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTQMER METERS

*This information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:
Chlorinator installed at_ e_ach wel_I site.

STRUCTURES -

QTHER :

Note: If you refiling for more than one system, please provide separate sheets
for each system.

u

11



Al3flvR nm Number* Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

-55-802143 (Roseview) 5 30 975 6 1%

Gallons Purchased or obtained
(in thousands)Name or Description

Capacity
(rpm)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

3 2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

5,000 1 1,000 1

COMPANY NAIWE: Water Utility of Greater Tonopah

Name of sys¢2=m= o7-682 Roseview ADEQ Public Water System Number: 07-082~

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

I

Note: If you are jflingfor more than one system, please provide separate sheetsfor each system.
10



COMPANY NAIWE: Water Utility of Greater Tonopah

Name of System: 07-082 Roseview ADEQ Public Water System Number: 07-082

Size (in inches) I quantity

S/8X%
3/4
1

1 UP
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material Luength (in feet)

2
3
4
5
6
8
10
12

WATER COMPANY PLANT DESCRIPTION (CONTINUEDI

MALINS CUSTOMER METERS

*This information is not available for individual PWS. ConsolidatedReport above

For the following three items, list the utility Qwned assets in each category for each system.

TREATMENT EQUIPMENT;
Ch1orin4;9r_insta11ed at each well site_.___
Print Rf U41 Sysfsm

STRUCTURES :

OTHER:

Note: If)ou are jilingfor more than one system, please provide separate sheetsfor each system.

11



ADWR ID
Number*

Pump
Horsepower

Pump Yield

(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-802141 (Sunshine) 7.5 130 153 8 1%

Capacity

(rpm)

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

30 2

STDRAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

100,000 1 5,000 1

COMPANY NAME: Wa¢ler'uti1i1y of Greater Tonopali -
'\Tameof System: 07-071 Sunshine ADEQ Public Water System Number: 07-071

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Name or Description

Note' If you are filing for more than one system, please provide separate sheets for each system.

10
\



66MPANY NAl\1i*1: Water Utility-of Greater Tonopah
ADEQ Public Water System Number: 07-071Name of System: 07-071 Sunshine

Size (in inches) Quantity
5/8X%

3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

size (in inches) Material
(

Length in feet)
2
3
4

5
6

8
10
12

WATER COMPANY PLANT DESCRIPTION (C0NTDQUED)

MAINS CUSTOMER METERS

*This information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for ezich system.

r

TREATMENT EQUIPMENT:
Clglorinator installed at each well site.
Arwfl in Trnnfmgnt .QyVem _

STRUCTURES1

OTHER:

Note: If you are filingfor more than one system, please provide separate sheets
for each system.

r

11



ADWR ID
Number*

Pump
Horsepower

Pump Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

55-600209 lwpE#1J 10 20 790 8 1 V2

Name or Description
Capacity

lspm)

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

5 1

STORAGE TANKS PRESSURE TANKS

Capacity Quan t i ty Capacity Quant i ty

25,000 1 50

OMPANY NAME: Water Ut i l i ty  of  Greater Tonopah

N a me of System: WPE #1 ADEQ Public Water SystemNumbEr:N/A

WATER CQMPANY PLANT DESCRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note: Uyou arejilingfor more than one system, pleaseprovide separate sheetsfor each system.
10



COMPANY NAME: Water Utility of Greater Tonopah

ADEQ Public Water System Number: N/A`Name of System: WPE #1

Size (in incl;es) Quantity
5/8 X%

3/4
1

1 1/2
2

Comp. 3
Turbo 3
Comp. 4
Turbo 4
Comp. 6
Turbo 6

Size (in inches) Material Length (in feet)
2
3
4
5
6
8

10
12

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS

*This information is not available for individual PWS. Consolidated Report above

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:
Chlorinator to be installed at each well site.
Pginf Rf Use System _ .

S TRUCTURES :

OTI-[ER : \

Note: If you are _/ilingfor more than one system, please provide separate sheets
for each system.

1

r

11



CCiMPA'NY NAME: wlLiow VALLEY WATER COMPANY
ADEQ Public Water System Number:Name of System: Lake Cimmaron 08-129

ADWR ID Number * Pump
Horsepower

Pump
Yield
(rpm)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

ear
Drilled

55-604161 (Lake Cimarron Little) 5 225 102 16 6

55-604160 (Lake Cimarron Big) 10 400 100 12 14

Name or Description
Capacity

(gp111)

Gallons Purchased or Obtained
(in thousands)

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

25 2

15 2

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

210,000 1. 5000 1

WATER COMPANY PLANT DES CRIPTION

WELLS

* Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Note: If you are filing for more than one system, please provide
separate sheets for each system.



<8i>MPANY i~4AmE:3lvILLow VALLEY WATER COMPANY
ADEQ Public Water System Nulnber°08-040Name of System: Co King 08l-640

ADWR ID Numb Er* Pump
Horsepower

'  o

Pump
Yield
( m)

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Meter Size
(inches)

Year
Drilled

§5-603947(Km8 SI) 15 500 97 8 4

55~603949(Unit 17) 15 400 86 8 6

5§6()3951(Unit 1)

Mop erdble

15 250 100 16 4

55-603952(Riding Club)

Inoperable

5 90 91 20 3

Capacity
(rpm)

Gallons Purchased or Obtained
(in thousands)Name or Description

BOOSTER PUMPS FIRE HYDRANTS

Horsepower Quantity Quantity Standard Quantity Other

30 2 34 24

15 4

40 1

STORAGE TANKS PRESSURE TANKS

Capacity Quantity Capacity Quantity

150,000 1 13,000 1

93,000 1 5,000 2.

50,000 1 2,000 1

480

WATER COMPANY PLANT DESCRIPTION

WELLS

* Arizona Depanrnent of Water Resources Identification Number

oTm4:R WATER SOURCES

Note: If you are jilingfor more than one system, please provide
separate sheets for each system.



`C0MPANY NAMES/V1;ILL0W VALLEY WATER CGMPANY

Name of System' ADEQ Public Water System Number: 08-040 & 08-129

Size (in inches) Quantity
5/B X.% 1,547

3/4 12

1 16

1 1/2 3
2 2

Comp. 3
Turbo 3
Comp. 4
Turbo 4 2

Comp. 6 3

Turbo 6

Size (in inches) Material Length (in feet)
2 PVC 565
3 PVC 2,387
4 PVC 76,262
5
6 PVC 43,110
8 PVC 26,852

10 PVC 1,510
12

WATER COMPANY PLANT DESCRIPTION (C0NTINUED)

MAJNS CUSTOMER METERS

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT :
NaOC1 Injection System
lron__8<: Manganese rem_oyg1 system at U11it_17

STRUCTURES:
Office Bu_iLd;ns: Fences. aroungi well sites: Wood _§_hed ant King St .

OTHER :

Note: If you are jilingfor more than one system, please provide separate sheets
for each system.

11



l

GSS 6



MONTH/YEAR
est Recent 12 Months)

NUMBER OF
SERVICES

TOTAL MONTHLY
SEWAGE FLOW

SEWAGE FLOW ON
PEAK DAY

January 15,678 60,128,000 2,234,000

February 15,764 58,755,000 2,354,000

March 15,833 62,924,000 2=313,000

April 15,965 60,441,000 2,620,000

May 16,107 59,646,000 2,490,000

June 16,191 54,666,000 2,039,000

July 16,285 59,048,000 2,232,000

August 16,348 60,494,000 22292,000

September 16,386 64,744,000 2,706,000

October 16,418 59,430,000 2,421,000

November 16,420 62,621,000 2,448,000

16,446 v
65,928>000 2,427,000

v

Method ofEffluent Disposal
(leach field, surface water discharge, reuse, raj ectiou wells, groundwater
recharge evaporation ponds, etc.)

Re- Use to Type 2 Reclaimed
AzPDES

Groundwater Permit Numb Er

APP 105228
APP 103558
APP 105668
R103558
Rl05393
R105394
R105395
R105392
R105228
Rl05869
R105870
RI05871
R105873

AZ0025071

co1vn5Any NAME: Global Water - Palo Verde Utilities Company

Fame of System: Wastewater Inventory Number (if applicable):

WASTEWATER FLOWS

.December -

I PROVIDE THE F6LLOW1NG INFORMATION AS APPLICABLE PER WASTEWATER SYSTEM

ADEQ Aquifer Protection Permit Number

ADEQ Reuse Permit Number

I

_.JA NPDES Permit Number

Note: If you m'ej'ilingfor more than one system, please provide separate sfzeetsfor each system

14



NAME OF COMPANY > Santa Cruz Water Company
-v-ADEQPublic Water System No. 11-131

MONTH/YEAR
(Last 13 Months)

NUMBER OF
POTABLE

CUSTOMERS

POTABLE
GALLONS SOLD

[Thousands]

POTABLE
GALLONS
pu1sa1>ED

(Thousands)

GALLONS
PURCHASED

12./07 15,704 86,757 108,382
01/08 15,894 I10,B02 111;573
02/08 15,988 110,431 97,868
03/D8 16,048 103,887 119,696
04/08 16,185 106,296 131,798
05/08 16,329 162,009 172,321
06/08 16,419 156,045 184,034
07/OB 16,508 170,338 181,355
D8/08 16,556 168,456 177,090
09/08 16,606 177,259 185,217
10/08 16,628 149,838 162,049

11/08 16,626 160,908 165,407
12108 16,654 125,201 125,917

TOTAL 1,788,228 1,922,707

STORAGE TANK
CAPACITY

(Gallons)

MJMBER
OF EACH

ARIZONA DEPT. OF wA1*E1f RESOURCES
WELL I.D. NUMBER

WELL
PRODUCTION

(Gallons per Minute)
500,000 2 S5~612737- Suzith 1070

1,500,000 2 55-617336- Vance 1965

2,500,000 2 55-621407 - Neely West 1980

55-621406 - Neely North 2000

55~50994l- Rancho Mirage - potable use only 2800

55-621410-Porter @ 1000

55-621408- Neely East # 2000

55-801069~Cobb1estoncQ 1280

I55-624037-G1emlwilde 1380

55~622132-Madcu?a Meadows- inigation use cly 1400

55~612741- Maricopa Groves# 1200

55~6I22477 Amarillo Creek East 1800

55~612250- Sunset Canyon ** 1500

55~624~D31-Homestead West" 860

55~624029 Homesfnad East* * 1200

v.Other WaterSources in Gallons perMinute GPM

>Fire Hydrants on System esX No

PTotal Water Pumper! Last 13 Months [Gallons in Thousands)
1,922,707

WATER USE DATA SHEET

ii Not Operational, ** Well in dergolz.ug rehabilitation

@ cons11'u¢:tinn/irrigation use only '

)



_

;'_~.19. bF.cdMp - Valencla Water Company

>ADEQ Public Water System No. #07-078

MONTH/YEAR
(Last 13 Months) NUMBER OF

cUs1om;ERs
GALLONS SOLD

(Thousands)

GALLONS
PUMIPED

(Thousands)

GALLONS
PURCHASED

12/07 4827 29,686 33,805
01/08 4980 28,828 33,589
02/08 5101 33,643 35,184
03/08 5118 28,682 37,298
04/08 5130 44,522 52,936

05/08 5267 59,987 61,199

D6/08 5299 72,868 77,154

07/08 5359 63,950 71,068
08/OB S388 69,875 74,763l~
09/08 5402 69,470 76,992

10/08 5425 64,056 72,268

11/08 5424 63,343 59,095

12/08 5438 36,027 40,320

TOTAL 664,937 725,671

STORAGE TANK
CAPACITY

(Gallons)

NUMBER
OF EACH

ARIZONA DEPT. OF WATER RESOURCES
WELL LD. NUMBER

WELL
PROD UCTION

(Gallons per M'mute)

785,000 l S5-607657 - 401 Central 220

500,000 2 55-607656 . 4th Baseline #1 80

190,000 1 55-577508 - 4111 B8sE1fJl€ #2 600

180,000 l 55-607658 7th Alaréon #1 80

9 55-599950 - 781 Al8rcon #2 250100,000
55-202400 - Bales School 30050,000 3

40,000 1 *55-201055 - Riata West #1 425
55-202399 - Riata West #2 525

*55-203651 - Evergreen #1 .300

*8s203650 Evergreen #2 700

8 n#3*55-265458 - Ever 450
55-599204 -. Blue Hills #1 110
55.592220 Blue Hills #2 350
55495285 _ Sonorant Vista SW 500

*55-200564 - Sonorant Vista SE

*55-595289 _ As Machinery
*55-203643 - Schulz #2

*5S-206355 - Evergreen #4

*55~2(]7988 Evergreen #5

*55-201739 - Crystal Vista

*SS-206042 - Mo11l3na Vista
*55-201726 - Miller Manor

>Other Water Sources 'Lm Gallons perMinute 911144 -
- >Fire Hyclrants on System Yes  X Nu

>Total Water Pumped Last 13 Months (Gallons in Thousands)
725,671

WATER USE DATA SHEET

* Indicates well nut Active



rNAME OF COMPANY Valencia Water Company, Greater Buckeye Division

>ADEQ Public WaterSystem No. Sonoran Ridge System PWS #07-'732

MONTH/YEAR
(Last13Months)

NUMBER OF
CUSTOMERS

GALLONS SOLD
Cfhaus and s)

GALLONS
PUMPED

(Thousands)

GALL ONS
PURCHASED

12/b7 59 Less 2,543

01/08 59 2,695 -2,556
02/08 SO 1,360 2,204

03/08 59 2,106 2,998
04/08 59 2.847 2.018

05/08 58 2,263 834

06/D8 58 663 752

07/'08 58 612 741

08/08 58 658 699

09/08 58 720 687

10/08 58 616 671

tuna 59 590 602

12/08 58 449 496

TOTAL 17,737 17,801

STORAGE TANK
CAPACITY

(Gallons)

NUMBER
OFEACH

ARIZONA DEPT. OF WATER RESOURCES

WELL LD. NUMBER
WELL

PRODUCTION
(Gallons per IV[inu'ce)

150,000 1 55-572657 150.

>Other Water Sources inGallons per Milnute _'GEM

>Fire Hydrants on System Yes X No

* .Total Water Pumped Last 13 Months (Gallons in Thousands). 17,801

WATER USE DATA SHEET



nA1v1E or COMPANY > Valencia Water Cdmpazzy, Greater Buckeye Division

>ADEQ Public Water System No. Bu1f¢ dpmtQse System pos #07-114

MONTH/YEAR
(Last 13 Months) NUMBER OF

CUSTOMHLRS
GALLONS SOLD

(Thousands)

GALLONS
PUMPED

(Thousands)

GALLONS
PURCHASED

12./07 91 775 839

01/08 91 721 746

02/08 91 599 711

03/08 91 657 953

04r08 91 809 1,653

05/08 92 1 ,025 1,114

06/08 92 1,193 1,256
07/08 92 1,151 1,287
08/08 92 1,263 1,195
09/08 92 1,185 1,019
10/08 92 1,056 1,072
11/08 92 884 903

12/08 92 635 661.
TOTAL 11,953 12,809

NUMBER
OF EACH-

AiziZ0nA DEPT. OF WATER RESOURCES
WELL I.D. NUMBER

WELL
PRODUCTION

(Gallons per Minute)

200,000 1 55-618513 40

>Other Water Sources in Gallons per Minute nGPM
4

>Fire Hydrants on System NoYes X

PTotal Water Pumped Last 13 Moutons (Gallons in Thousands)
12,809

1
I

WATER USE DATA SHEET

r

STORAGE TANK
CARACITY
(G alia ms)

q

r

I

r

I

I

I



NAME OF COMPANY Valencia Water Company, Greater Buckeye Division

>ADEQ Public Water System No. Sun Valley/Sweetwater 1 System PWS #07-195

MONTHIYEAR
(Last 13 Months)

N`lJI1\'IBER O F

C US T OM E R S

GALLONS SOLD
(Thousands)

GALLONS
PUMPED

(Thousands)

GALLONS
PURCHASED

12/07 384 3,213 2558
01/'08 385 2,173 2,952
02KO8 385 1,966 2,689
03/08 384 2,133 3,665
04f08 384 2,779 4,285
05,108 395 3,442 4,631
06/m8 395 4,441 5,417
07/08 400 4,232 5,055
08/08 401 4,156 4,945
09/08 403 4,354 4,228
10/08 404 3,354 4,169
11/08 406 3,596 3,417
12/08 408 2,431 2 757

TOTAL 42,270 51,168

NUMBER
OF EACH

ARIZONA DEPT OF WATER RESOURCES
WELL LD. NUMBER

W ELL
PRODUCTION

(Gallons per Minute)

125,000 1 55~800947 300
55-802328 (Inactive) 30
55-800946 500

>Other Water Sourczva in Gallons per Minute COM
>Fire Hydrants on System

.

N oYe.;

r .Total Water Pumped Last 13 Months (Gallons in Thousands) . 51,168

WATER USE DATA SHEET

STORAGE TANK
CAPACITY

(GaLlons)

1

r

I



- >NAME OF COMPANY Valencia Water Company, Greater Buckeye Division

*ADEQ Public Water System No. Sweetwater 2 System #07-129

MGNTHAIEAR
(Last 13 Months)

NUMBER OF
CUSTOMERS

GALLONS SOLD
(Thousands)

GALLUNS
PUMPED

.[Thousands)

GALLON S
P URCHASED

12/07 94 747 0 931

01/08 94 662 0 262

02/08 94 602 0 1390

03/08 94 656 0 1128

04/0s 94 852 0 1173

101005/08 94 1,010 0

06/08 94 1,225 0 1206.

0'7/08 94 1,226 0 1386

141708/08 94 1,168 0

09/08 94 1,330 0 1380

10/08 95 1,171

928

0 1189

989011/08 95

12/08 95 755 0 775

TOTAL 12,333 0 13,461
STORAGE TANK

CAPACITY
(Gallons)

NUMBER
OFEACH

ARIZONA DEPT. OF WATER RES OURCES

WELL LD.NUMBER
WELL

PRODUCTION
(Gallons per Minute)

11,000 4 554802333 40

1147,000

>Other Water Sources in Gallons per Minute GPM

>Fire Hydrants on System NoYes X

PTotal Water Pumped Last 13 Months (Gallons in Thousands) 0

WATER USE DATA SHEET

I

u



>'NAME OF COMPANY Willow Valley Water Company, Inc.

>ADEQ Public Water System No. 08-040 King St.(.ute.roomaected systems to 08-034)

NIONTHJYEAR
(Last 13 Months) NUMBER OF

CUSTOMERS

GALLONS SOLD
(Thousands)

GALLONS
PUMPED

(Thousands)

GALLON S
PURCHASED

12/07 . 1,2821 4,154 5,233

OI/08 1,286 3,320 4,299
02/Q8 1288 4,055 5,613
03/08 1288 3.718 4,958

04/08 1290 5.348 7,530
05/08 1290 4.921 11,065
06/08 1290 6,674 10,438
07/08 1290 7,974 11,764
OB/08 1290 9,506 14,427
09/08 1291 6,327 10,394
10/D8 1291 6,874 10,438

11/08 1291 4,999 12,375

12/08 1294 4,550 6,773

TQTAL
21

72,420 115,312

STOR,AGE TANK
CAPACITY

(Gallons)

E R
O F E A C H

ARIZONA DEPT. OF WATER RESOURCES
W ELL I J ) .  NUMBER

WELL
PRODUCTION

(Gallons per Minute)

150,000 1 55-603947 500
40093,000 1 55-603949

>Other Water Sources in Gallons per Minute CPM
L|-ire Izivdrants on System NoYes X

->Total Water Pumped Last13 MontHs iiallonsin Thousands) 115,312

WATER USE DATA SHEET



>NAME OF COMPANY Willow Valley Water Company, Inc.
>ADEQ Public Water System No, 08-129 Cimarron Lake System

MONTH/YEAR
.(Last 13 Months) NUMBER OF

CUSTOMERS
GALLONS SOLD

(Thousands)

GALLONS
PIIMPED

(Thousands)

GALLONS
PURCHASED

12/07 125 540 850

01/08 128 688 719

02/08 128 604 670

03/08 128 519 789

04/08 128 794 1451

05/08 128 867 1235

06/G8

07/08

128

128

1063 1054

1034 1144

08/08 128 979 I 124

09/08 129 1291 1538

10/08 129 848 1086

11/08 129 642 1213

IZ/08 129 510 670

TOTAL 10,379 13,543
STORAGE TANK

CAPACITY
(Gallons)

num8"1:R
OF EACH

ARIZONA haw. oF WATER RESOURCES
WELL I.D. NUMBER

"vs/'ELL
PRODUCTION

(Gallons per Minute)

210,000 1 55-604160 400
55-6D4161 225

I

.*Other Water Sources in Gallons per Minute
.

GPM in

b-Fire Hydrants in System NOYes "x

>Total Water Pumper! Last 13 Months (Gallons in Thousands)
13,543

I

WATER USE DATA SHEET

I



NAME OF COMPANY > Willow Valley Water Company, Inc.

>ADEQ Public Water System No. 08-034 Unit 1 (interconnected systems to 08-040)

MONTH/YEAR
(Last 13 lVIonths) NUMBER OF

CUSTOMERS
GALLONS SOLD

[Thmxsan ds)

GALLONS
PUMPED

(Thousands)

GALLONS
PURCHASED

19107 162 1,280

01/08 162 995

02/08 162 1,061
03/08 162 1,033
04/08 162 1,843

05/os 162 2,274
06/08 161 2,197
07/08 161 2,652
08/08 161 2,621

09/08
f

161 1,906

10108 162 2,502

11/G8 162 1,372

l2/U8 162 1,545

TOTAL 23,281 0

STORAGE TANK
CAPACTTY

(Gallons)

.. - . ER
OFEACH

A1uzonA DEi>T. oF WATER Ri2soURcEs
WELL 1.1). NUMBER

WELL
PRODUCTION

(Gallons per Minute)

56,600 1 55-5038451 fié amve) 250
55-603952 (Inactive 90

>Other Water Sources in Gallons per Minute GPM

>Fire Hydrants on System Yes X No

PTotal Wafer Pump ed Last 13 Months (Gallons in Thousands)
0

1

WATER USE DATA SHEET

4

"Water pumped interconnected was pws#08-040

I



NA'M]E OF CDMPANY Water Utility of Greater Tonopah, Inc.

>~ADEQ Public Wafer System No. B8zlD/Buckeye Ranch System PWS #07-618

MONTHWYEAR
(Last 13 Months) NUMBER DF

CUSTOMERS
GALLONS SOLD

[Thousands)

GALLONS
PUMPED

(Thousands)

GALLONS
PURCHASED

17107 98 522 669

01/08 98 488 595

02/08 98 622 638

D3/08 99 617 844

04108 99 681 1,097
05/08 99 1,180 1,368

06/08 99 1,387 1,586
07/08 98 1,272 1,515
08/08 99 1,329 1,410

09/08 99 1,456 1,370
10/08 99 1,206 1,065
11/G8 99 907 1,645
12/08 99 1,376 796

TOTAL 13,043 14,598
STORAGE TANK

CAPACITY
(canons)

NUMBER
OF EACH

ARIZONA DEPT. OF WATER RESOURCES
WELL I.D. NUMBER

WELL
PRODUCTION

(Gallons per Minute)

150,000 1 55 -802962 1:15

5,000 1 55-803811 20
220,000 1

_Ohier.Water Sources in Gallons per Minute
_.; 1

-GPM
I >Fire Hyclfants on System Yes X No

»Total Water Pump edLast 13 Months(Gallonsin Thousands)
14,598

|

WATER 0SE DATA SHEET

I



NAME DF COMPANY v- Water Utility of Greater Tonopah, Inc.

vADEQ Public WaterSystem No. Dixie System PWS #0'7~030

IVIGNTHIYEAR
(Last 13 Months) NUMBER OF

CUSTOMERS
GALLONS SOLD

(Thousands)

GALLONS
PUMPED

(Thousands)

GALL ON s
PURCHASED

12/01 40 220 271

01/08 40 193 263

O2/08 40 248 276
03/08 40 226 328
04/08 40 311 428
05/08 40 369 456

06/08 4-0 452 598

07/08 41 422 561

'08/08 41 408 620

09/08 41 422 867

10/08 41 369 715

11/08 41 323 305

12/08 42 280' 239

TOTAL 4,243 5,927

STORAGE TANK
CAPACITY

(G allows)

NQM8ER
OF EACH

ARIZONADEPT.OF WATE1i RESOURCES
WELL I.D. 1~eUMiBER

WELL
PRODUCIIQN

(Gallons per Minute)

10.000 1 55-639586 40
5,000 1

>OH1er Water Sources in Gallons per l\;1inute GPM
¢»Fire Hydrants on System

Ye s  X No

_ _ ._TotalWater PumpedLast 13Months (Gallons inThousands) 5,927

WATER USE DATA SHEET

I

\



NAME OF COMPANY Water Utility of Greater Tonopah,Inc-

>ADEQ Public Water System No. Garden City/Big Horn System pos #07-037

MONTHIYEAR
[Last 13 Months) NUMBER OF

CUSTOMERS
GALLDNS SOLD

(Thousands)

GALLONS
PUMPED

(Thousands)

GALLONS
PURCHASED

12/07 is 92 177
01/08 18 136 186

02/08 18 133 127

O3/G8 18 89 151

04/08 18 117 176
05/08 18 149 227
06/08 18 176 282
07/08 18 163 256
08/08 13 159 300
09/08 18 314 255
10/08 18 187 247
11/OB 18. 200 184

12/08 18 137 169

TOTAL 2,052 2,737 0

STORAGE TANK
'CAPACITY

(Gallons)

NUMBER
OF EACH

AR1ZONA inEPT. oF WATER1iEéoUP§c8és
WELL I.D. NUMBER

WELL
PRODUCTION

(Gallons per'blinufe)

10,000 1 55-804131 30
15,000 1

>Other Water Sources 'al Gallonsper.Minute GPM
>-Fire Hydrants on System

Yes X No

n-Total Water Pumped. Las 13 Months (Gallons in Thousands) 2,737"

WATER USE DATA SHEET

I



NAMIEOF COMPANY Lr Water Utility of Greater Tonopah, Inc.

rADEQ PublicWater System No. Rose View System PWS #07-082

MONTH/YEAR
(Last 13 Months) NUNIBEROF

CUSTOMERS
GALLONS SOLD

(Thousands)

GALLONS
PUMPED

(Thousands)

GAQLLONS
PURCHASED

1180? 17 .59 165
01/08 17 299 222
02/08 17 82 72
03/08 17 72 166

04/08 17 174 172

05/08 I'7 140 314
06/08 18 320 287
07/08' 16 220 275
08/08 [9 219 239
09/08 19 228 179
10/08 19 150 213
11/08 19 184 163

12/08 19 124 111

TOTAL 2,281 2,578 0

STORAGE TANK
CAPACITY

(Gallons)

NUMBER
OF EACH

ARIZONA DEPT. of' WATER RESOURCES
WELL ID. NUMBER

WELL
PRODUCTION

(Gallons per Minute)

5,000 1 55-804131 30

>-Other Water Sources in Gallons per Minute -GPM
>Fire Hydrants on System

Yes X No

>-Total Water Pumped Last 13 Months (Gallons in Thousands) 2,578

I.

WATER USE DATA SHEET



-->NAME OF CO1VLPANY Water Utility of Greater Tonopah, Inc.

>ADEQ Public WaterSystem No. Sunshine System PWS #074171

MONTHJYEAR .
(Last 13 Months)

NUMBER OF
CUSTOMERS

GALLows SOLD
(Thousands)

GALLONS
PUMPED

(Thousands)

GALLON S
PURCHASED

12/07 138 712 750

01/08 139 641 732

OW08 139 767 687

03/08 139 603 1,252
04/08 139 1845 1,500
05/08 141 1,455 1,809
06/08 143 1,903 1.895
07/08 14-4 1,824 1.910
08/88 144 1,737 1,855

09/08 145 1,724 1,583
10/08 144 1 ,656 1,482
11/08 144 1,298 956

1;/08 144 892 714

TOTAL 16.457 1'i,.iiS 0

STORAGE TANK
CAPACITY

(Gallons)

NUMBER
OF EACH

ARIZONA DEPT. OF WATER RESOURCES
WELL LD. NUM8ER

WELL
PRODUCTION

(Gallons per Minute]

100,000 1 55-802141 130

>Other Water Sources in Gallons per Minute GPM
>Fire Hydrants on System NuYes X

>.Total Water Pumped Last13 Months (Gallons in Thousands) 17,125

WATER USE DATA SHEET



NAME OF COMPANY > Water Utility of Greater Tonopah, Inc.

:-ADEQ Public Water System No. WPE #1 System PWS #N/A

l \ IOI*TH/YEAR
(Last 13 Months) NUMBER OF

CUSTOMERS
GALLONS SOLD

(Thousands)

GALLONS
PUMPED

(Thousands)

GALLONS
PURCHASED

12/07 8 18 40
01/08 8 .16 40
02/08 8 18 SO

03/'08 8 15 50
04/08 8 25 45
05//8 8 36 49
06/08 7 29 36
07/08 7 30 31
08/08 7 31 35

8 33 3109/08
10/D8 8 38 45
11/08 8 39 39
12/08 8 32 48

TOTAL 36n 539 0

a STORAGE TANK
CAPACITY

(Gallons)

NUMBER
OFEACH

ARIZONA DEPT. OF WATER RESOURCES
WELL I.D. NLMBER

WELL
PRODUCTION

(Gallons per Minute)

5,000 1 55-600209 20

>Other Water Sources in Gallons pa; Minute GPM
>Fire Hyclranfs on System

NoYes X
>Total Water Pump ed Last 13 Months (Gallons in Thousands) *839

WATER USE DATA SHEET

r

_I

I

I

f

I

I

II



NAME OF COMPANY > Water of Greater Tounpah, Inn.

>ADEQ Public Water System No. .WPE #6 System PWS #07-783

.MONTH/YEAR
(Last 13 Months) NUMBER OF

CUSTOMERS
GALLONS SOLD

(Thousands)

GALLONS
PUMPED

(Thousands)

GALL ON s
PURCHASED

12/07 29 90 159

01/08 29 87 158

02/08 29 98 160

03/08 29 85 201

04/08 29 143 227

05/08 29 156 265

06/08 29 203 271

07/08 29 189 240
08/08 29 146 265
09/08 29 222 207
10/08 29 145 209

11/08 29 160 .187

12/08 29 124 139

TOTAL 1,848 2,689 0
STORAGE TANK

CAPACITY
(Gallons)

DF EACH
.4RrzoNA DEPT. OE.WATEif i2EsouRcEs

WELL I.D. MJMBER
we;

PRODUCTION
(Gallons per Minute)

6,006 1 55-802145 20
5,000 1

>Other Water Sources in Gallons perMinute GPM

>Fire Hyelrants on System
NoYes X

Total Water Pumped Last 13 Months. (Gallons in Thousandsl 2,689

WATER USE DATA SHEET

J

r



>ǹAlvm oF COMPANY Water Utility of Greater Tonopa11, Inc.

-->ADEQPublic Water SystemNo. Tufie WPE #7 System PWS #07-617

MONTH/YEAR
(Last 13 Months)

NUMBER OF
CUSTOMERS

GALLONS SOLD
(Thousands)

GALLONS
PTJMPED

(Thousands)

GALLONS
PURCHASED

11/06 6 30 32

01/08 6 28 34

0'J08 6 28 32

03/08 6 26 33

04-/U8 6 28 38

05/08 6 30 56

06/bs 6 54 71

07/D8 6 71 64

G8/08 6 50 48

09/D8 6 40 30

10/08 6

6

2.3 36

38 3711/G8

12/08 6 28 35

TOTAL 2173.5 546 G

STORAGE TANK
CAPACITY

(Gallons)

NUMBER
OFEACH

AR1ZbNA DEPT. OF WATER RESOURCES
WELL I.D. NUMBER

WELL
PRODUCTION

(Gallons [J Er Minute)

5,700 1 55-362144 20

>Other Water Sources in Gallons perMilnute G P S

rFire Hydrants on System Yes X No

>-Total Water Pumped Last 13 Months (Gallons in Thousands) 546

WATER USE DATA SHEET
r

U
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